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PREFACE 


Since the war, and especially during the last two years, 
there has arisen in the United States a keen interest im invest- 
ment trusts. In the process of liquidating her pre-war in- 
debtedness to European nations, and especially to Great Britain, 
America, since 1916, has visualized, as never before, the pro- 
found influence exerted upon the development of her in- 
dustries and natural resources by those British investment 
trusts through which foreign capital was mobilized for pro- 
ductive employment in the new world. The terrific strain 
withstood by British financial markets during the war, and 
the later return of sterling to parity have inevitably directed 
public attention to these cooperative agencies of domestic, as 
well as foreign, investment which contributed so materially 
to London’s financial leadership. In view of the recent vast ex- 
pansion in the ranks of American investors, and the increas- 
ing complexity and variety of overseas and home investments 
offered at the present time, it is not strange that investment 
trusts of one kind or another are being so rapidly organized 
in the United States, and that many of the recently created 
financing companies having extensive international interests are 
in more than one way adopting investment trust organiza- 
tion or methods. 

In settling down to his present task of describing in some 
detail the creation and management of investment trusts and 
kindred companies, the author has found that the very novelty 
of his subject to most American readers created certain prob- 
lems of exposition. There are probably four types of people to 
whom a book on investment trusts should carry information of 
immediate usefulness: (1) The prospective organizer or admin- 
istrator of an investment trust, who desires to profit from the 
experience of others and to grasp underlying principles through 
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the medium of practical illustrations ; (2) the banker and invest- 
ment adviser who, confronted with numerous queries concerning 
a hitherto unfamiliar type of investment in America, the in- 
vestment trust security, are under the necessity of advising 
their clients regarding investment trusts in general and one or 
another company in particular; (3) the prospective buyer of 
investment trust securities, who wishes to learn of the invest- 
ment qualities of the latter and their general standing in 
foreign markets; and (4) the student who seeks light on 
fundamentals in order that investment trusts may be given their 
proper place in his conception of the entire financial mechanism. 

The arrangement of the book is for these reasons designed 
to facilitate enquiry from more than one point of view. In 
giving this work what might be called a “practical slant” the 
author has endeavored to keep fundamental principles clearly 
in mind and to expound the theory where the fact is not self- 
explanatory. The earlier chapters deal with such matters of 
immediate concern to organizers and administrators as the 
legal status of investment trusts, their capital structure, raising 
of their funds, management of their investments, their ac- 
counting problems, and their earnings and dividends. The con- 
cluding chapters attempt a more detailed description of invest- 
ment trusts in Great Britain, the European Continent, and 
the United States. In this way further light is thrown upon 
the preceding discussion of operating methods. This division 
of the subject also frees the earlier exposition from a mass 
of unnecessary detail concerning types of companies to be 
found in different countries. 

Investment bankers called upon to give advice to clients, 
as well as investors themselves, will find in Chapters XV and 
XVI at least a brief description of practically every investment 
trust functioning in the United States at the present time. 
In Chapter XIII is a set of concisely formulated principles 
which may aid in distinguishing clearly the differences between 
investment trusts, and holding and financing companies, which 
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are so often confused in the public mind. In this and the 
following chapter are to be found references to a large number 
of recently developed American organizations which, though 
not investment trusts, show some characteristics of the latter 
and may logically be studied at the same time. In Chapters 
XT and XII the characteristic points of contrast between British 
and Continental investment trusts are derived from a study 
of different companies, which affords ample illustrative data 
for further comparisons with the many American undertak- 
ings referred to in subsequent chapters. 

Those readers who are less interested in detailed exposition 
than in a broad statement of the purpose and characteristics 
of investment trusts, and the future importance of this type 
of financial institution in the United States will probably find 
particularly suggestive the subject matter of Chapters I, III, 
V, VI, and XVII. A reading of these chapters, with use of 
the index for further references of especial interest, should 
give the student an accurate picture without burdening him by 
more technical matter than he needs for his general studies. 
The appendix matter, covering a wide range of data having 
practical present interest, will, the writer hopes, increase the 
usefulness of the book to the student and the administrator 
alike. 

The friends and associates to whom the writer is indebted 
for material and suggestions are too numerous to mention, 
but to any of them who may peruse these pages he takes this 
occasion once more to express his gratitude. He wishes, how- 
ever, especially to mention Dr. Julius Klein and Mr. Grosvenor 
M. Jones who, as Director of the United States Bureau of 
Foreign and Domestic Commerce, and Chief of its Finance 
and Investment Division, respectively, encouraged the under- 
taking of his earlier studies in London; Mr. Robert Frazer, of 
the National City Company, London, and Lt. Colonel William 
Parker of that city, who have given helpful advice; Mr. Samuel 
Cross, formerly American Commercial Attaché in Brussels, 


a PREFACE 


and. now Chief of the European Division in the Bureau of 
Foreign and Domestic Commerce, and Mr. E. Van Dyke 
Wight, American Assistant Trade Commissioner in Belgium, 
who opened many doors to him in that country; Mr. Nathaniel 
Bergman, of the taxation division of Lybrand, Ross Bros. 
and Montgomery, who has furnished helpful data concerning 
taxation problems; and Mr. Paul D. Cravath, whose friendly 
interest in the completion of the book has greatly encouraged 
the author. The list would be long, indeed, were it possible to 
acknowledge specifically the painstaking care and unfailing 
good humour with which investment trust executives, at home 
and abroad, have furnished detailed data in answer to written 
as well as verbal requests. 

Despite the great importance of investment trusts during 
the last half century there is little literature to which the 
student of this subject may be referred for supplementary 
reading. Writings in this field, while fairly voluminous, 
have been almost exclusively of purely contemporary or pass- 
ing interest because they dealt with the current position of 
particular companies rather than the scope, progress and under- 
lying principles of the movement as a whole. It is the author’s 
hope that in this volume he may have succeeded in drawing 
together and helpfully organizing the data relating to invest- 
ment trusts accumulated by his investigations extending over 
several years, and that within these covers the reader will 
find a systematic exposition of most matters touched upon 
by other serious, though fragmentary, treatises to which refer- 
ence is made in relevant sections of the text. It is also hoped 
that sooner or later any deficiencies in the present volume may 
be more than made good by such an abundant and up-to-date 
literature as usually accompanies any virile movement of this 
character in the United States. 

LELAND REx ROBINSON 
New York, 
March 20, 1926. 
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INTRODUCTION 


Dr. Robinson’s book on the investment trust is most timely. 
It is the first comprehensive discussion of the problems of 
investment trust organization and management that has ap- 
peared in America, or indeed, in the English Language. 

Dr. Robinson aptly defines the investment trust as “an 
agency by which the combined funds of many investors, both 
in large and small amounts, are utilized to purchase such a 
wide variety of securities that safety of principal is attained 
in diversification . . . while the portfolio is so managed that a 
good average yield is sought on share and borrowed capital, 
at the same time that close supervision of the portfolio per- 
mits a turnover policy aiming at the realization of capital 
gains and the avoidance of capital losses.” 

The important part played by British investment trusts in 
making London the financial capital of the world is now 
generally recognized. The investment trust was admirably 
adapted to meet the needs of that large class of British in- 
vestors, especially those of the leisure class, who, in choosing 
their investments, preferred to follow trained leaders rather 
than to depend upon their own judgment. In time the judg- 
ment of the great leaders in the investment trust field, like 
Robert Fleming, came to be regarded as almost infallible. 

There is no magic in the successful investment of capital. 
It calls for honesty, prudence and intelligence. Given those 
qualities in reasonable degree, an investment trust cannot 
fail, while the measure of its success will depend, partly on 
chance, but chiefly, on the wisdom and foresight of its man- 
agers. 

Before the War the investment trust idea made little prog- 
ress in America. There were several reasons for this. In 
the first place, the American people had not developed the 
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investing habit. New issues of securities were placed chiefly 
with insurance companies and other institutions, and with men 
of large wealth. As a rule investors of this class felt that 
they were in a position to form their own opinions regarding 
their investments. In the second place, the self-reliant Amer- 
ican temperament did not lend itself to the development of a 
disposition among investors to follow financial leaders. The 
average investor preferred to form his own opinion regard- 
ing the enterprises in which he invested, which were usually 
domestic enterprises, comparatively few foreign investments 
having been offered in America. 

The war has changed all this. The high surtaxes have 
practically forced investors of large means to confine their in- 
vestments to tax exempt securities. Their place has been taken 
by an army of investors of small or moderate means scattered 
throughout the country, who have made money as a result 
of the war and who during the war developed the investment 
habit by the purchase of Government securities. The bulk 
of the securities now marketed in the United States is placed 
among the rank and file of investors through the selling or- 
ganizations of dealers. To investors of this class the invest- 
ment trust should make a strong appeal, especially as Amer- 
ican investors come to realize that in the long run they are 
safer in following the advice of experienced and trustworthy 
leaders than in relying upon their own judgment. This is 
especially true of the numerous issues of foreign securities 
now being placed in this country regarding which the in- 
dividual investor is rarely in a position to form a judgment of 
his own. American investors are also coming to realize the 
advantages of that wide diversification in investments which 
can be accomplished through investment trusts. 

The United States has become not only the most important 
investment market in the world today, but perhaps the most 
important the world has ever known. The widespread recogni- 
tion of the importance of the investment trust under these 
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new conditions is indicated by the recent organization of a 
number of enterprises based on the investment trust principle. 
Whether the investment trust will enjoy in this country a 
development parallel with its development in England during 
the heyday of her prosperity as the investment center of the 
world will depend upon many factors and especially upon the 
wisdom and skill with which the first American enterprises or- 
ganized on the investment trust principle are managed and 
the extent to which the advantage they offer are understood 
by investors. Hence the importance of Dr. Robinson’s book 
at this particular time. 

Dr. Robinson brings to the task he has undertaken excep- 
tional qualifications as the result of the experience gained 
during his association with the Department of Commerce; his 
two years residence abroad as Westinghouse Professor of Amer- 
ican Business Administration, and more recently his intensive 
study of the management and operation of investment trusts, 
both in this country and Europe. 

Pau. D. CravaTH 
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INVESTMENT TRUST 
ORGANIZATION AND 
MANAGEMENT 


CHAPTER I 


PURPOSE AND CHARACTERISTICS OF THE 
INVESTMENT TRUST 


Investment Trusts and the Capitalist System.—The de- 
velopment of modern corporate enterprise has so standardized 
the forms of investment as to permit the concentration of 
scattered savings for industrial and commercial ends on a scale 
undreamt of in former centuries. The evolution of the capi- 
talist system, however, has so complicated the problems of 
investment that a great majority of people are bewildered by 
the variety of securities offered them, and unable to interpret 
intelligently the intricacies of the financial statement, the 
vagaries of the stock exchange, or the changing phases of the 
credit cycle. Thus at a time when business rests upon founda- 
tions of co-operative credit and demands the financial partici- 
pation of rich and poor alike, the great majority either deprive 
themselves of a reasonable return by seeking safety only, or 
needlessly risk their capital in haphazard and fortuitous invest- 
ment. These circumstances explain the creation of investment 
trusts. 


Investment Trusts and the Export of Capital_—tThere is 
another factor which partly accounts for the great interest in 
investment trusts prevailing in America today, and for their 
surprising European, and especially British, development. 
This is the further complication which distance and unfamili- 
arity, aggravated by political barriers, lend to investment in a 
world where financial interdependence tends to increase, at the 
same time that a virile nationalism imposes its hurdles of 
varying currencies, regulations, business laws and languages. 

Despite these difficulties encountered in geographically 
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broadening investments, the movement of goods in interna- 
tional trade is obviously closely linked with the flow of capital. 
The operation of the basic law of comparative costs, hindered 
at all times by political factors, is continually modified by the 
credit terms upon which commerce is conducted, and in any 
exporting nation the long- and short-time credit facilities 
available for foreign customers must develop pari passu with 
the mechanism of production. Unless its goods and services 
represent in large measure payment for earlier advances, a 
country possessing a “favorable” trade balance must maintain 
credit intermediaries which facilitate the lending of its capital 
abroad; while it is axiomatic that any creditor nation must 
show a variety of institutions which have simplified the placing 
of investments abroad. 


Importance of Investment Trusts to the United States.— 
It is, therefore, no mere coincidence that the United Kingdom, 
the world’s greatest lender until the United States recently 
took foremost position among creditor nations, is also con- 
sidered the homeland of the investment trust. In fact, the 
English and Scottish trusts have proved the most important 
factor in the export of capital from the British Isles, both to 
the Dominions and colonies, and to every foreign nation whose 
resources have been developed by British advances. The United 
States owes much of her national development, from the 
seventies until the outbreak of the Great War, to the quiet 
activity of investment trusts domiciled in London and Edin- 
burgh. It is, therefore, logical that at a time when the United 
States has attained a creditor position, and the world is much 
in need of its capital, there should develop an American equiva- 
lent of the long-established British trust. Adapting to their 
own use such principles as foreign experience has proved 
sound, and modifying their structure to suit the peculiar needs 
of this country, there is no doubt that American investment 
trusts will open the doors of new opportunity to the average 
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investor, encourage sound enterprise within the country, and 
contribute to the creation of a firm foundation for our expand- 
ing foreign commerce. 


The Investment Trust Defined.—What is an investment 
trust? * A broad definition might be worded as follows: The 
investment trust is an agency by which the combined funds of 
many investors, both in large and in small amounts, are utilized 
to purchase such a wide variety of securities that safety of 
principal is attained in diversification, while no control, or 
directive responsibilities, result from investment. Furthermore 
the investment portfolio is so managed that a good average 
yield is sought on share and borrowed capital, at the same time 
that close supervision of the portfolio permits a turnover policy 
aiming at the realization of capital gains, and the avoidance of 
capital losses. 

According to the above definition, the typical investment 
trust will show the following characteristics : 

1. It raises capital by issuing stock, generally both preferred 
and common; and it frequently exercises its borrowing powers 
by creating bond indebtedness, and occasionally in other ways. 

2. The funds so obtained it invests and reinvests in a wide 
variety of securities, distributing risk over many industries, 
countries, and types of issues. 

3. It appeals to the cautious investor by offering bonds 
and stock participation in reasonable denominations; and it 
aims to protect his interests, whatever the nature of his hold- 
ings, by skilful management of the investment portfolio. 

4. In addition to offering the greater security which results 
from intelligent diversification, the typical investment trust 
holds out to its common stockholders the expectation of con- 


1Tn this definition, and throughout the book the writer has used the term ‘investment 
trust”’ in its ordinarily accepted British meaning. The reason for this is that, as will appear 
later, the Continental type of investment trust is really a financing company, and the American 
development is in its infancy. As there are so many ways of conserving or holding property 
under one or another kind of trust agreement, this may seem arbitrary usage; but historically 
speaking, the concept of the investment trust is perfectly clear, and no definition is possible 
Without some degree of arbitrariness, 
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siderable enhancement in earning power of their shares. This 
primarily arises from (a) a higher average yield than can be 
safely obtained without a volume of capital permitting con- 
siderable spreading of risk; (b) the reinvestment of borrowed 
funds at higher return than the cost of these funds to the 
borrowing investment trust; and (c) the balance of capital 
gains (generally used to strengthen reserves) which a well- 
conducted trust should show as the outcome of its managerial 
alertness. 


The Legal Concept Contrasted with the Economic.— 
From the foregoing it will be evident that the term “trust”’ 
has been used in its economic, rather than its juristic, signifi- 
cance. The distinguishing characteristics of investment trusts 
are those sketched in preceding paragraphs, rather than the legal 
forms which they may take. In the following chapter these 
legal forms are described, and there it will be seen that the 
great majority of investment trusts do business as corporations, 
although illustrations are not lacking of their organization as 
strict trusts without corporate entity. Both the common law 
trust and the corporate form of legal entity serve the purposes 
of the investment trust well enough in our country; and the 
balance of advantages on one side or the other results from 
weighing such factors as taxation, stock exchange listing, and 


the public familiarity with, and attitude toward, the proposed 
legal set-up. 


Investment Trusts Distinguished from Trust Companies. 
—For the American reader especially a distinction must be made 
between the “trust company” found in the United States, and 
the investment trust (sometimes known as the “financial trust” 
or “trust company” in England and Scotland). The former 
has been aptly termed “the department store of finance.” Of 
the wide variety of services rendered by the typical state trust 
company in the American system—banking, fiduciary, agency, 
issuing, and investment—the investment trust concerns itself 
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exclusively with the last, save that in the United Kingdom it 
is common practice among such companies to enhance their 
income incidentally by accepting such trusteeships, registrar- 
ships, or secretaryships as the time of their staff readily per- 
mits, and to undertake certain types of underwriting as 
ancillary to their investment policy.? The investment trust 
might also be compared with what has become in the United 
States the equivalent of the powerful trust company—the large 
commercial bank incorporated under national or state law— 
with the savings bank, the insurance company, the holding 
company, and, in fact, with any business organization having 
considerable or diversified investments. ? These, however, exist 
primarily for an entirely different range of services than that 
of co-operative investment and portfolio management, and 
their purchase of securities, except in the case of the holding 
company, is only a means of profitably employing and safely 
mobilizing their disposable funds. 


Investment Trusts and Financing Companies.—Although 
the investment trust may be easily recognized, whatever its legal 
form, a greater difficulty attaches to drawing a hard and fast 
line between the latter and those organizations which may be 
more accurately designated as financing or promoting com- 
panies. Each employs capital derived from issue of its own 
shares and bonds, and reinvests this in the securities of other 
enterprises. The investment trust deals with investments as such 
—the interest and dividends accruing therefrom, and the profits 
resulting from turnover therein—and as a rule avoids those 
larger holdings involving responsibility in particular under- 
takings. The financing company, on the other hand, operates 
within a far more restricted field, assumes directive respon- 
sibilities toward subsidiary enterprises, and shows in its revenue 
statements the whole range of promoting profits—from issuing 


2 See Chapter V. ; ¢ ; ‘ : J 
3 For detailed discussion of American financial and banking companies resembling the 
investment trust in one or another way, see Chapter XIII. 
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and underwriting, from the enhanced earning power of sub- 
sidiary undertakings founded or fostered by the parent com- 
pany, and from the capitalization of the rising dividends there- 
from.t In Chapters XIII to XVI the reader will find a more 
detailed description of the differences between financing com- 
panies and investment trusts, with numerous illustrations 
drawn from current American experience. 


Status of Investment Trusts and Financing Companies 
in Great Britain—1. INvEstmENT Trusts.—Easy as it is in 
principle to set apart the true investment trust from the financ- 
ing, promoting, or holding company, such distinction is often 
difficult in practice because of loose classifications used in 
financial reference books, and the impossibility of always form- 
ing true estimates of activity from scanty available records. 

In Great Britain, for instance, where investment trusts con- 
stitute an essential link in the financial chain, official lists do not 
always segregate them clearly. There appear in the published 
company lists of the London Stock Exchange Committee about 
one hundred and fifty “Financial Trusts,’ and under the same 
caption the Stock Exchange Ten Year Record® gives about 
one hundred companies. Under the title “Financial, Land, and 
Investment Companies’’ both of the above sources list a large 
number of what we have called “financing companies,” among 
which will be found a sprinkling of investment trusts, and many 
companies carrying on a combination of investing and financing 
business. The actual investment trusts must be selected from 
these larger lists by examining the nature of each company’s 
business. Through the courtesy of several investment trust 
officials, and by studying reports of each company it has been 
possible to segregate about eighty which are investment trusts 
in the stricter sense of the term, and which include a ma jority of 
British institutions of this type. These companies appear in 


‘For certain very interesting distinctions in law and accounting practice, which arise 
between British investment trusts and financing companies, see Chapters VII, VIII, and XI. 


6A record of prices and dividends compiled with ten-year c ari i 
Mathieson and Sons, London. Tee ee rae eae 
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Section I of Appendix A, and as far as possible they are classi- 
fied in the several groupings formed by interlocking directors 
or identical managements. 

It will be seen from Section II of Appendix A that the out- 
standing share and debenture capital of these British investment 
trusts is well over £100,000,000, if allowance is made for nor- 
mal growth since 1921, the last year for which the writer has 
made detailed compilations. The figure of £100,000,000 for 
Ig2I represents capital raised in approximately equal propor- 
tions by the sale of preferred shares, common shares, and bonds, 
and it compares with an outstanding capital of £75,000,000 in 
1912 for the sixty-two companiés of which earlier totals are 
given. The average outstanding capital of British investment 
trusts in 1912 was £1,200,000, and in 1925 it was something 
over £1,300,000. 


2. SPECIALIZING INVESTMENT Trusts.—The number of 
investment trusts in Section I of Appendix A would be greatly 
increased if all those British companies interested for the most 
part in investment, but concentrating their holdings in some par- 
ticular area or industry, were included. The companies in Sec- 
tion III of Appendix A are investment trusts of this kind, 
although the list is not inclusive. Mention might also be made 
of trusts formed to absorb blocks of securities in certain com- 
panies, but omitted from Section I because they do not under- 
take a general business. In Section IV of Appendix A several 
companies of this kind are cited. They have been employed as 
agencies in refinancing arrangements which aim to realize on 
otherwise unmarketable securities, or to convert them into more 
convenient denominations, types, or maturities. 


3. BorpER-LAND CoMPANIES AND FINANCING CoRPORA- 
tTions.—No lists of the kind given in Appendix A can be con- 
sidered complete because of the large number of British com- 
panies in the twilight zone, between investing and promoting 
business. Thus a bond issuing investment trust may purchase 
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securities for its portfolio and at the same time utilize a por- 
tion of its funds to buy a controlling interest in some foreign or 
colonial enterprise, or assist new undertakings to their feet. 
Such trust companies are not included in Section I of Appendix 
A, but a few of the representative ones are enumerated in 
Section V, which also gives a number of companies ordinarily 
appearing among investment trusts, but really doing a financing 
business. 

If all of the active financing companies of Great Britain 
were added to Section V of Appendix A, there would be more 
than one hundred of such companies, with a total outstanding 
capital of over £150,000,000, divided in about the proportion of 
£110,000,000 in preferred and ordinary stock and £40,000,000 
in bonds.€ Capital provided by such companies has been used 
to develop real estate, acquire land mortgages, sink mines, build 
railways—in fact to finance every kind of project. No clear-cut 
line can be drawn between financing companies which are 
actively interested in particular enterprises, and oil, railway, 
mining, and other concerns registered under the British Acts 
and engaging directly in some overseas business. The differ- 
ence is that financing corporations lend money to several 
enterprises, acting often as issuing agents or holding companies, 
whereas the latter are concerned with business, as contrasted 
with financial, profits. 


Investment Trusts in the United States—Of investment 
trusts, as defined in earlier paragraphs of this chapter, the 
United States has comparatively few examples, although con- 
siderable numbers are now developing. In Section VI of 
Appendix A, the reader will find fifteen or so American com- 
panies which may properly be so classified, while Chapters XV 
and XVI give a brief description of each of them. Almost 


: 6 In arriving at these totals, the following companies, which are for the most part engaged 
in financing railroads, are excluded: Central Bahia Railway Trust; Mexican Central Railway 
Securities; Rhodesia Rails Trust; Stock Conversion and Investment Trust; Tonopah and 
Tidewater; and one or two others generally rated as either ‘‘ Financial Trusts,” or ‘‘ Financial 
Land and Investment Companies.” The separate figures are taken from Mathieson’s Record, 
and do not always agree with published reports of the several companies. 
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without exception they have been organized within the last five 
years. Their capital is necessarily small with one or two excep- 
tions, and their experience is so limited that it is impossible to 
predict what may be the average ratio of their borrowed, to 
their share capital. Especially in recent years there have been 
organized in this country financing companies spreading their 
interests among selected foreign enterprises, and materially 
contributing to the export of American capital. These enter- 
prises, which are described in Chapter XIII, are listed in 
Section VII of Appendix A, although neither this nor the 
preceding section lays claim to completeness. Holding, pro- 
moting and financing companies interested primarily in the 
domestic field, and especially in public utilities of all kinds, 
have long been all-important in American business. These, 
however, need only this passing mention. 


Memoranda of Association of Investment Trusts Illus- 
trated.—It will perhaps not be out of place at this point to quote 
from the Memorandum of Association or Declaration of Trust 
of two investment trusts—one British and the other American. 
The Investment Trust Corporation, Ltd., which was registered 
under the British Companies Acts in 1888, affords a typical 
example :— 


INVESTMENT Trust CorporATION, LTp. 


3. The objects for which the Company is established are: 

(a) To raise money by share capital, and invest the amount thereof 
in, or otherwise acquire and hold, any bonds, stocks, obligations, or 
securities of foreign or colonial or British governments, etc., or the 
bonds, debentures, debenture stocks, scrip, obligations, shares, stocks, 
whether preference or ordinary, and whether fully paid or not, or 
securities of railway and other companies, public works and under- 
takings incorporated or established by act of Parliament, Royal Charter, 
or under the joint-stock companies’ acts in England or the Colonies, 
or by state authority or under the laws of any foreign country or 
state. 

(b) To borrow or raise money by the issue or sale of any bonds, 
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mortgages, debentures or debenture stock of the Company, or in any 
other manner to receive money on deposit at interest or otherwise, and 
to invest the amount so obtained in securities or investments of the 
kinds enumerated in the last preceding sub-section. 

(c) To acquire any such securities or investments as before men- 
tioned by original subscription, tender, participation in syndicates or 
like negotiations, or otherwise, and whether or not fully paid up, and 
to make payments thereon as called up, or otherwise to acquire any 
such securities or investments in excess of the moneys for the time 
being proposed to be invested, and to sell or otherwise dispose of any 
excess thereof, to subscribe for the same, either conditionally or other- 
wise, and generally to sell, exchange, or otherwise dispose of any 
securities or investments of the Company, acquired or agreed so to be, 
to invest in or acquire by repurchase or otherwise, any securities or 
investments of the kinds before enumerated, and to vary the securi- 
ties and investments of the Company from time to time. 

(d) To make advances upon, hold in trust, issue, buy, sell, or other- 
wise acquire or dispose of, on commission, or otherwise, any of the 
securities or investments of the kinds before mentioned, or to act as 
agent for any of the above or the like purposes. 

(e) To make, draw, accept, indorse, issue, discount, and other- 
wise deal with promissory notes, bills of exchange, letters of credit, 
circular notes, and other mercantile instruments. 


(g) To do all acts necessary for carrying on, in any foreign 
country or colony, any act of the Company necessary or expedient to 
be there carried on. 

(h) To do all or any of the matters aforesaid, either alone or in 
conjunction with any other company, corporation, or person, and that 
either by amalgamation or otherwise. 


From the above it will be seen that the Investment Trust 
Corporation has assumed powers to enter into promoting and 
exchange operations, and that it might, if it chose, engage in all 
kinds of long- and short-time trade financing. It must be 
borne in mind that the British Companies Acts, under which 
all corporations function in the United Kingdom, are less re- 
strictive than the special American national and state laws 
under which banking charters are granted. The powers re- 
served in the Memorandum of the Investment Trust Corpora- 
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tion stand in contrast with the ruling of the Federal Reserve 
Board that corporations organized under the Edge Act should 
in the main confine themselves to the acceptance and exchange, 
or the long-term financing, type of business. As a matter of 
practice, however, the Investment Trust Corporation is almost 
exclusively of the latter type and does not mix two totally 
different lines of activity. What the Federal Reserve Board 
requires by formal ruling, the British investment trusts have 
accepted as the result of long experience. 

The Declaration of Trust of the Bond Investment Trust, 
a trust of the state of Massachusetts, which, except for the 
fact that its investments are limited to prior lien securities, is 
conducting a general investment trust business, is in part as 
follows : 


Bonp INVESTMENT TRUST 


This Declaration of Trust . . . . witnesseth: 

It is the object of this Declaration of Trust to provide a form of 
‘nvestment which encourages thrift and allows a subscriber for a large 
or small amount to secure the advantages of high grade securities, 
responsibility of competent management, and strength of investment 
provided by diversity: 


The said Trustees shall hold all the funds and property now or 
hereafter held by or paid to or transferred or conveyed to them or 
their successors as Trustees hereunder in trust for the purposes, with 
the powers and subject to the limitations hereinafter declared, for the 
benefit of the holders of the certificates of beneficial interest in this 


The Trustees shall have as full power and discretion as if absolute 
owners to invest and reinvest the Trust Fund (including any surplus 
and also income) in personal property, including bonds, obligations 
secured by mortgage on real estate, notes and bank acceptances..... 

They shall have the like power of investment in securities of the 
United States of America, or of any state, county, municipality or 
town therein, or of any foreign government or of any state, city or 
subdivision of any government..... 

The Trustees shall have full power and discretion to sell, exchange, 
transfer and convey from time to time, at public or private sale, any 
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part or all of said Trust Fund upon such terms and conditions as they 
see fit, and the purchaser from them shall not be responsible for the 
application of the purchase money, and to invest the proceeds in the 
same manner and upon the same terms as the original fund..... 

The Trustees shall also have power at any time to borrow money, 
and to pledge, as collateral security for such loan, any personal 
property belonging to the Trust Fund, provided, however, that no loan 
shall be contracted for, so that the aggregate amount of such loans 
outstanding shall at such time exceed, in the judgment of the Trustees, 
twenty-five per cent of the total amount of the personal property of 
thes] rust Mand. 


Importance of Investment Trusts in the Securities 
Markets.—It may be useful now to summarize the various 
services which investment trusts render in supporting the se- 
curities markets, both at home and abroad, and in mobilizing 
savings for the purpose of encouraging sound investment. 

1. They invest their own funds in securities which they 
intend to hold, at least for a season, in their portfolios (see 
Chapter V). 

2. They sell securities from their portfolios when markets 
are buoyant, reinvesting their original capital and a part, or 
all, of their gains on realization, when markets are depressed, 
or in securities selling at less than their underlying value. In 
thus readjusting their portfolios to provide higher yields and to 
take appreciation profits, they tend to steady stock exchange 
fluctuations and to reduce the average spread between market 
prices of securities and their intrinsic worth. The rank and 
file of investors and marginal speculators are continually 
tempted to act in exactly the opposite way, viz., to drive 
securities to dizzier heights when markets are rising, and to 
“unload” on a falling market (see Chapter VI). 

3. They have often been able, especially in Great Britain, 
to acquaint their own shareholders with the merits of particular 
issues which the latter may wish to purchase for their own 
account. 


4. They direct public attention to investment opportunities 
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in certain areas, industries, and types of security, and instill 
public confidence by their own pioneer purchases. 

5. They facilitate the underwriting and issuing of sound 
securities (see Chapter V) and give stability to new issues of 
the better sort. This applies particularly to British investment 
trusts, as in the United States investment trusts have not as a 
rule yet entered the underwriting field. 


Advantages of the Investment Trust to the Investor.— 
The investment trust therefore illustrates the saying that “In 
Union there is Strength.” In England and Scotland, for in- 
stance, numerous companies of this character have long stood 
as intermediaries between home investors and foreign under- 
takings, permitting the uninitiated to acquire thus indirectly 
overseas “industrials” and “governments,” and to place his 
“eggs” in more than one “basket,” even though, strictly speak- 
ing, he has only one “egg.” The accumulated funds of moder- 
ately circumstanced investors are placed to advantage in securi- 
ties too costly for the average individual, either because the 
market price of each unit is prohibitively high, or because pur- 
chase may be made advantageously only in larger lots. Such 
co-operative buying in the financial world tends to reduce the 
overvaluation of “gilt-edged” and “‘trustee’’ securities by en- 
abling the small capitalist more consistently to sustain new 
enterprises and quasi-speculative undertakings, and to meet 
demands for funds which, coming from regions less abundantly 
supplied with investment capital, offer a premium out of propor- 
tion to the additional risk involved. 

In other words, the investment trust is a means of affording 
expert direction at small cost in the use of investors’ funds, and 
the managers of a well-conducted trust bear their share of re- 
sponsibility in discouraging the social waste of capital. Some 
of the British trusts have been large enough to maintain foreign 
advisory committees, offices, or agents, and all but the smallest 
of them have in their managing director, or secretary, and his 
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staff, a force competent to analyze critically any proposed in- 
vestments, whether foreign or domestic. Their directors are 
men of affairs who give the trusts the benefit of their expe- 
rience, and often open to them the same lucrative opportunities 
for participation which they have found personally profitable. 
Such arrangements have in the long run proved mutually ad- 
vantageous in the United Kingdom, as they permit capitalists 
with investment trust affiliations to carry in their group a 
larger assignment of securities of unquestioned merit, perhaps 
at a time when the less informed cannot appreciate their true 
value. 


A Guardian of the Small Investor’s Interests.—Moreover, 
in the process of investment, at home and abroad, there are 
continually arising problems with which the individual stock- 
holder cannot cope. A government defaults principal or inter- 
est ; an enterprise is being reorganized; floating debts are funded 
and watered stock written off; a firm is going into receiver- 
ship; policies are being pursued by a careless management 
which will ultimately harm stockholders or even the owners of 
senior securities. In times of political disturbances or trade 
depression, the power of trust companies in defending the 
interests of their shareholders is immeasurably greater than 
any action taken by isolated groups. To quote a prominent 
British investment trust executive : 


Trust companies are frequently called into conferences in early 
stages in connection with capital issues, reorganizations or other mat- 
ters affecting investors’ interests, whereas the individual investor is 
usually faced with a fait accompli, and also, again, is frequently given 


insufficient time for proper investigation of matters affecting invest- 
ments. 


Furthermore, the vigorous steps often taken by investment 
trusts to protect minority stockholders, while usually directed 
to their own interests, make them a nucleus of protection for 
the small investor. 
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The following editorial quotation from the Financial News 


(London), of July 7, 1924, is suggestive of sound developments 
along this line: 


Realizing the obstacles to action by certain classes of trustees for 
loan capital, we suggested in our article in March last that the trust 
companies might consider the question of co-operation, and form a 
corporation on the lines of the Corporation of Foreign Bondholders to 
undertake more generally the business of trustees, and to move where 
the circumstances of a case seem to demand action..... Our main 
object was to secure that the large trust corporations who are interested 
either as trustees, or are investors themselves in industrial undertak- 
ings, or who might be referred to, should exercise a greater influence 
in the direction of protecting the rights of different classes of share- 
holders or debenture-holders where those rights are assailed knowingly 
or threatened thoughtlessly..... Action by leading trust corpora- 
tions, such as we see today, is all to the good, for, in the case of a 
reorganization of capital, they will endeavor to secure an equitable 
adjustment as between class and class, and will maintain confidence 
that might otherwise be lost. 


CHAPTER II 


LEGAL STATUS OF AMERICAN INVESTMENT 
TRUSTS 


Corporations and Common Law Trusts.—It has been ob- 
served in the preceding chapter that the term “investment trust” 
has economic, rather than legal, significance. Organization of 
such undertakings may be effected in the United States under 
the corporate form, or as common law trusts, decision in any 
case depending upon such practical considerations as are set 
forth in the following paragraphs. 

The investment trusts of England, Scotland, and the Con- 
tinent, are for the most part corporations, while those of the 
United States are well represented by some ten trusts, of which 
seven are corporations (two of Delaware, one of Massachusetts, 
three of New York, and one of New Hampshire) and three are 
Massachusetts common law trusts. But the particular legal 
structure which expediency suggests does not fundamentally 
affect either their purposes or their methods. As they are 
merely processes of co-operative buying and handling of securi- 
ties, carried on by trustees on behalf of the associated investing 
beneficiaries, the same results are attained whether the former 
are technically the directors of a corporation, or trustees in the 
restricted legal sense ; and whether the latter are stock and bond 
owners, or holders of trustee certificates and obligations. 

Chapters XIII to XVI, which broadly trace the development 
of investment trusts in the United States, illustrate both the cor- 
porate and the common law trust form of organization. Fed- 
eral and state laws are sufficiently liberal, as they now stand, to 
permit the operation of such associations under varied legal 
forms affording reasonable safeguards for investors, and ample 
discretion to the directors, or trustees. As the Federal laws, 
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and those of the states, vary considerably, and as, in any event, 
counsel must be taken before decisions are reached regarding the 
legal structure of any particular undertaking, it will suffice to 
outline rather briefly at this point the principal jurisdictions 
under which investment trusts may operate in the United 
States, and the character they may assume. 


Common Law Trusts Described.—The investment trust 
may be operated as a common law trust, just as almost any 
other type of business may be conducted in this way. Trust 
estates in business are common enough in New York, as is 
shown by the volume of relevant cases coming before the appel- 
late courts. In that state, in Massachusetts, and in other states, 
a diversified range of purposes has been pursued under the com- 
mon law or “business trust,” as, for instance, buying, selling, 
and improving real estate; owning and disposing of patent 
rights ; conducting general manufacturing, and mercantile busi- 
ness; operating plantations, mines, and public utilities; and 
holding shares in street railways, and in submarine cable com- 
panies. Employed for over a half a century in New England, 
the use of this legal form is now spreading to many other parts 
of the country. 

Students of the trust problem in America will also recall that 
the trust was the predecessor of the holding company in ef- 
fecting early monopolistic combines in the oil, sugar, and other 
fields which early exhibited tendencies toward the elimination 
of competition. In fact, the activities which can be conducted 
through business trust estates may be considered as embracing 
practically the entire range of lawful purposes which actuate 
individuals in the exercise of their broadest rights to gain a 
livelihood ; but close attention should nevertheless be paid to the 
rulings, court decisions, and statutes of each state before apply- 


1In a study by Harold Vesey Snyder of the University of Illinois on “Adapting the Legal 
Form of Organization to a Business Enterprise,” there are cited, as among other examples of 
business trusts, the Mackay Companies, controlling the Postal Telegraph System; the Chicago 
Elevated Railway; and the Massachusetts Gas Companies. 
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ing so sweeping a generalization to any particular common- 
wealth. 


Legal Conception of the Trust——Technically, a trust may 
be defined as a right of property, real or personal, held by one 
party for the benefit of another. Legal decisions have laid down 
the principle that the title rests in the trustees, who conduct the 
affairs of the trust as principals rather than agents, and who are 
bound to account to the shareholders according to their respec- 
tive interests, after the debts of the association have been en- 
tirely settled. The business of the trust is transacted upon the 
common law right of contract. The terms of the instrument es- 
tablishing the trust, and defining the rights, liabilities and duties 
of the trustees can generally be framed with considerable free- 
dom, and provisions of management may be amended with 
latitude as experience proves this desirable in the conduct of its 
affairs. 


Legislation Affecting Common Law Trusts in the United 
States.—Trusts in one form or another having been a factor in 
business for several centuries, there are on record, as mentioned 
before, a great number of court decisions affecting them. With 
a few exceptions these have been favorable, or at least not 
adverse, to such common law forms of private enterprise. 
Among all the American states, in fact, only Massachusetts and 
Oklahoma have attempted to give more precise statutory defini- 
tion to the implied status, rights, and limitations of trusts. The 
Massachusetts trust is the most common form; and the largest 
purely investment trust operating in the United States (the In- 
ternational Securities Trust of America) has been organized 
under the jurisdiction of that State (see Chapter XV). 


Massachusetts Trusts——Massachusetts trusts were orig 
inally organized to deal in real estate because the laws of that 
Commonwealth did not allow corporations to do this. At 
present they serve a wide variety of purposes, and may be 
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readily adapted to the investment trust idea. The important 
features of the Massachusetts trust are as follows: 


1. A deed, or declaration of trust,? drawn up to define the 
rights and powers of the trustees and shareholders. 

2. The assumption of responsibility by two or more trustees, 
who are authorized to take over and manage the capital, 
business or property supplied by the shareholders. 

3. Provision for the issuance to shareholders of transferable 
certificates representing their respective interests in the 
current profits, and their proportional claims to the 
equity upon dissolution of the trust. 

4. Definite agreements respecting such matters as division of 
profits, appointment of trustees to fill vacancies, and 
methods of dissolution when the trust is terminated. 


Further information regarding Massachusetts trusts will be 
found in Appendix E, in which the tax problems affecting them, 
as well as trusts in general, are set forth in some detail. 


Trusts Compared with Corporations—1. CAPITAL AND 
ConTrot.—From the foregoing it will be observed that there 
are many striking similarities between the trust and the corpor- 
ate form of organization. The share, or certificate, holders of 
the former may be compared with the stockholders of the lat- 
ter. The declaration, or agreement of trust, of the former is 
equivalent to the charter or certificate of incorporation of the 
latter. The trustees in the one case, and the directors in the 
other, represent the real owners in the appointment of the usual 
officers and the general direction of policy. 


2. ACCOUNTABILITY OF DrrEectTors.—The instrument 
establishing the trust specifies whether the certificate holding 
beneficiaries annually elect the trustees; only fill vacancies aris- 
ing among trustees originally appointed to hold office for the 
life of the trust; or waive practically all control in the ultimate 
management of the trust’s affairs. Thus the relationship be- 


2 For a complete declaration of trust of a Massachusetts trust see Appendix C. 
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tween the trust and its shareholders may be like that of the 
ordinary corporation and its owners, or it may be quite dif- 
ferent; but in any event the trustees are legally and morally 
bound to administer the business in strict accordance with the 
trust agreement, and rights in equity attach to the beneficiaries, 
share or certificate holders (cestui que trust) requiring of 
the trustees faithful performance of their duties.* As a rule, 
the shareholders of the trust have the right of accounting and 
full information at all times in their dealings with trustees, 
provided, however, this information is not sought for improper 
purposes. 


3. MARKETABILITY OF SHARES.—The trust also ap- 
proximates most of the economic advantages of the corporation. 
Trust certificates, which are transferable on the books of the 
trustees, are not unlike corporate shares, with their convenient 
denomination, potentially wide market, and ready negotiability. 
As for corporation securities, the ease with which trust certifi- 
cate owners may dispose of their holdings or effect collateral 
loans upon them will depend upon the earning record of the 
trust and its reputation in the community. Although trust 
shares are not likely to be extensively dealt in on the exchanges, 
there seems no good reason why they should not qualify as 
readily as corporation issues, if the size of the trust or the wide 
distribution of its ownership rendered this desirable; while 
sight must not be lost of the fact that many securities enjoying 
good dividends are unlisted, and do not suffer in public estima- 
tion because of this circumstance. 


4. Borrow1nc Powers.—In fact, the trust is in position to 
issue the same kinds of securities as the corporation, including 
all varieties of common and preferred stock. Like the cor- 
poration also, but always subject to the limitations imposed in 


’“*As the strict relation of trustee and cestui que trust must never be forgotten nor der- 
ogated from, it has been sought to stress the necessity of there being a complete devolution 
of the legal title in the trustee and his absolute right, so far as third persons are concerned, to 
control the trust estate for all purposes within the scope of the trust instrument and bind it 
by his acts and contracts, the principles of equity governing his responsibility to his cestui 
que trust.’, (Sears.) 


, 
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its declaration of trust, it may borrow on its short-time notes, 
and incur bonded indebtedness of any type. As creditors en- 
joy considerable rights in checking up the “trust fund,” and as 
the supervision of courts under which common law trusts oper- 
ate facilitates their claim against trustees individually in cases 
of fraud, it does not appear that such creditors, if they are 
reasonably prudent, lack adequate protection. 


5. Lrmirep Liasitity.—To carry the analogy further, it 
may be noted that as compared with the limited individual 
liability of stockholders in a corporation, the beneficiaries of a 
Massachusetts trust are not personally liable with respect to its 
management or operations, and that this freedom from personal 
liability in tort and contract exists irrespective of the number 
of certificate holders, or beneficiaries constituting the cestui 
que trust.* The trustees themselves, being principals and 
therefore, technically speaking, personally responsible for claims 
arising in the course of the trust’s activities, have neverthe- 
less the right to limit their own liability in the declaration of 
trust and in specific contracts; and creditors are thereby de- 
prived of recourse other than to the trust estate itself, save 
that in cases of fraud on their part the trustees are, of course, 
individually liable. The latter may act with an informality re- 
sembling that of partners, or with the formality of a cor- 
porate board of directors, but their status and responsibilities 
disclose how much more closely the common law trust resembles 
the corporation than the partnership. 


6. PEeriop oF ExIsTENcE.—As touching the terms of legal 
existence of the corporation and the trust, the differences are 
rather of technical than practical importance. Whereas the cor- 
poration receives a perpetual charter, or one limited to a certain 


4 The following is quoted from the monograph on “Adapting the Legal Form of Organiza- 
tion ae Baines Enterprise” by Harold Vesey Snyder: “The Massachusetts trust has the 
advantage of the members’ limited liability which the members of a joint-stock company do 
not have. In a joint-stock company, even if the legal title is invested in trustees, the share- 
holders are proprietors, and liable in tort and contract as principals. A joint-stock company 
has been described as an ‘overgrown unwieldy partnership,’ which may be the case, but in 
any event, it does not have the simplicity of operation possessed by a Massachusetts trust. 
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number of years and afterwards renewable during good be- 
haviour, the trust may be constituted for an indefinite period, 
for the term of life of specified persons, or, in some states, for 
twenty years or more after the death of the last surviving 
creator. In more than one way, therefore, the trust does not 
suffer from the commonly assumed drawbacks of the partner- 
ship, and affords, in fact, most of the positive advantages of 
the corporation. 


Factors in the “Trust” Movement.—The common law trust 
was, a few decades ago, a most effective means for restraining 
competition, and as forerunner of the holding company, which 
in general set-up resembles an investment trust, but which has 
proved a potent handmaiden of monopolistic combination in the 
United States, it is largely responsible for the unsavoury pop- 
ular connotation of the word “trust.” Trust agreements of the 
type under which the Standard Oil (first in 1879 and again in 
1882) and the sugar refining interests were originally merged— 
to mention but a few precursors of the twentieth century 
“trusts” —might well have been among the most common forms 
of business consolidation today were it not for the adverse 
action of the highest New York court which pronounced as 
ultra vires in the case of any corporation concerned the sur- 
render of control of hitherto competing companies to a group of 
“trustees,” and revoked the charter of a corporation (the North 
River Sugar Refining Company) whose shareholders thus per- 
mitted it to be “bound and gagged.” The supreme courts of 
Ohio and Louisiana also assumed a hostile attitude toward 
the “trusts.” These early adverse decisions do not affect in the 
least the investment trust, whose shares are generally sold for 
cash and not exchanged for stock, and whose raison d’étre is 
diversified investment, and not the strangling of competition by 
a grouping or even an assumption of control. 

The holding company became in its turn the most widely 
used means of quasi-monopolistic control until the Supreme 
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Court decisions in 1911 ordered dissolution of the Standard 
Oil and American Tobacco combines. The holding company, 
permitted under the laws of several states, was used as the cor- 
poration equivalent of the common law trust by clever lawyers, 
who sought in this way to circumvent increasingly hostile state 
and Federal legislation. Here, again, the unfavorable attitude 
of courts and lawmakers in the United States, which has re- 
sulted in a pronounced movement toward outright merger, or 
consolidation, does not at all affect the legal validity of any in- 
vestment trust operating under corporate charter. The holdings 
of an investment trust, including a wide variety of diversified 
securities, show nothing remotely approaching control in any 
one of the numerous undertakings whose stocks or bonds may 
have been purchased in the normal course of prudent invest- 
ment. 


Investment Trust Incorporation.—It is probable that the 
majority of American investment trusts will be organized as 
corporations under the business incorporation laws of the sev- 
eral American states. The greater familiarity of the investing 
public with the corporate type of enterprise, the dominance of 
corporate issues in the stock exchanges and their somewhat 
readier negotiability, the greater publicity under which corpora- 
tions generally function—all of these and other factors have 
given rise to comparative hesitancy on the part of the average 
buyer in purchasing shares of common law trusts. If an invest- 
ment trust merely represents co-operation among a limited 
number of interested investors, there are many things to be 
said in favor of the non-corporate form; while from certain 
points of view suggested in the concluding paragraphs of this 
chapter it may be more advantageous than incorporation. Never- 
theless, the probability is that a wide appeal will be made in the 
sale of investment trust securities, and that in order to facilitate 
their broad distribution a type of organization will be employed 
which is familiar to the rank and file of investors. 
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Three Ways of Incorporating American Investment 
Trusts.—Investment trusts may be incorporated in the United 
States (1) under the Edge Act; (2) under the general laws of 
business incorporation of the several states; and (3) in cer- 
tain instances, under the state banking laws, or the special 
statutes relating to investment companies. These several means 
of incorporation will be briefly considered. 


The Edge Act.—Since the adoption of the Edge Act in 
1919 (Section 25a of the Federal Reserve Act), it has been 
possible to organize investment trusts under national charters of 
incorporation, although little practical use has as yet been made 
of these permissive sections of the law. A complete statement 
of the provisions of the Edge Act, with all the administrative 
regulations relating thereto issued by the Federal Reserve 
Board, appears in Appendix F, but the law is of sufficient im- 
portance to warrant, at this point, a résumé of its outstanding 
features. 

1. Corporations may be formed “for the purpose of en- 
gaging in international or foreign banking or other international 
or foreign financial operations, or in banking or other financial 
operations in a dependency or insular possession of the United 
States either directly or through the agency, ownership, or 
control of local institutions in foreign countries or in such de- 
pendencies or insular possessions.” 

2. Capital stock of at least $2,000,000 is required. The 
stock must have par value; and before business can be com- 
menced, each shareholder must individually have paid in cash 
at least 25% of his stock subscription. 

3. Edge law corporations may engage (a) in long-term 
financing, by investing in obligations or in the stock or other 
certificates of ownership of corporations engaged in foreign 
business (to an extent not exceeding 15% of their capital and 
surplus in banking institutions and not exceeding 10% in busi- 
ness undertakings) and by offering foreign securities for sale; 
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or (b) in short-term financing, by engaging in the several 
phases of the acceptance business in connection with the import 
and export of goods. 

4. Edge law corporations may issue debentures, bonds, and 
promissory notes as an added means of financing their foreign 
activities, but the aggregate of the corporation’s liabilities out- 
standing “shall not exceed at any one time ten times the amount 
of the corporation’s subscribed capital and surplus except with 
the approval of the Federal Reserve Board.” 

5. In application of the permissive provisions outlined in 
(3) and (4) above, the Federal Reserve Board has ruled “that, 
except with the approval of the Board and subject to such 
limitations as it may prescribe, no corporation shall exercise 
its power to accept drafts or bills of exchange if at the time such 
drafts or bills are presented for acceptance it has outstanding 
any debentures, bonds, notes, or other such obligations issued 
by it.” 

Epce Act Usep MaInty For SHortT-TERM FINANCING.— 
The effect of this ruling has been to differentiate clearly 
between the acceptance and the long-term financing types of 
activity; and virtually to restrict any Edge corporation to a 
characteristic acceptance, or bond form of liability. The two 
institutions which to this time have operated under the Edge 
Act ® have chosen to engage in the acceptance business, and to 
operate primarily in the discount market in connection with 
financing the requirements of foreign trade. Neither of them 
is in any sense an investment trust, although a recent ruling of 
the Federal Reserve Board, permitting the First Federal For- 
eign Banking Corporation to make a limited issue of deben- 
tures, perhaps foreshadows a gradual entrance into this type of 
business as ancillary to the main purpose of short-term 
financing. 

It would be rash to prophesy the importance of the Edge 


5 The First Federal Foreign Banking Corporation of New York; and the Federal Inter- 
national Banking Corporation of New Orleans. Both have now gone out of existence. 
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Act in the development of investment trusts; but there seems no 
doubt that the prestige of Federal incorporation, coupled with 
the liberal provisions of the Federal banking laws permitting 
subscription to the stock of organizations functioning under 
the Edge Act,*® will be strong factors favoring incorporation of 
long-term financing companies under the above-mentioned law. 


LIMITATIONS AND DEFECTS OF THE Epcre Act.—The Edge 
Act, however, is by no means an ideal statute, and a few limita- 
tions which it imposes may have to be somewhat modified if 
the competition of state incorporation laws in the organization 
of investment trusts is to be successfully met. With the line 
of demarcation between acceptance, and investment and long- 
term financing activities, there can be no complaint, because this 
accords with sound economic policy. But the Edge Act, like 
the national banking laws, is lacking in the breadth and liber- 
ality which, in certain directions at least, characterizes the 
statutes of several states. 


1. High Minimum Initial Capital—The minimum initial 
capital specified for Edge law corporations is greater than 
necessary for the launching of a successful investment trust, 
for it should be borne in mind that mere size is not a criterion of 
success, or even an assurance of the most economical manage- 
ment of the capital account. Investment trusts, not being 
primarily promoting companies, generally grow slowly, in- 
creasing their capital in the measure in which public confidence 
is gained. It would seem desirable that the investment trusts 
should keep certain securities “on tap,” judiciously investing 
such funds as are raised in this way from the general 
public. Ultimately such policies would prove a great encour- 
agement to thrift, and do much to increase care in investment. 
The more conservative the beginning, the more success- 


6 The Federal Reserve Act was amended in September, 1916, to permit national banks 
having capital and surplus exceeding $1,000,000 to purchase and hold capital stock in American 
banks or corporations chiefly interested in foreign banking, to an amount not greater than 10% 
of their own capital and surplus. The McLean Act, of September 17, 1919, authorized any 
a Pee on regardless of size, to invest in Edge corporation stock up to 5% of its capital 
and surplus. 
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ful the company in many instances, because heavy initial 
commitments are thus discouraged, and operating capital is 
only increased as occasion warrants. There is in fact no other 
kind of financial business in which the parable of the talents is 
more forcibly applicable. In view of the very small minimum 
size required of national banks, there is no valid reason for 
maintaining a minimum capital of $2,000,000, at least for the 
investment trust type of Edge law corporation. 


2. Financing Companies Rather than Investment Trusts 
Contemplated in the Edge Act——The framers of the Edge Act 
probably contemplated primarily a promoting or financing kind 
of investment trust. They were eager to facilitate American ex- 
ports by arranging long-term financing, and by encouraging 
the development of active agencies for the foreign penetration 
of American capital, accompanied by American enterprise. 
Hence the Act provides for investment, under certain limita- 
tions, “in the stock, or other certificates of ownership,” of 
banking or business corporations. It is apparently expected 
that the investments in common shares shall constitute in many 
instances a majority control, savouring of the portfolios of 
continental banks and of European financing trusts (see Chap- 
ters XII and XIII). 

The provisions of the law seem sufficiently elastic, however, 
to permit also of investment trust business in the broader 
sense’. As in all probability there will be ample opportunity 
for American companies combining financing and investing 
activities, and for undertakings emphasizing one or another 
type of investment trust policy, it is well that the Edge Act 
thus authorizes in general terms that which might otherwise be 
questioned. Certainly bonds and other obligations should be 
purchasable, especially if the concentration of control through 


7 From Section XV of Appendix F: “. . . a Corporation may exercise abroad .. . also 
such incidental powers as may be usual in the determination of the Federal Reserve Board in 
connection with the transaction of the business of banking or other financial operations in 
the countries in which it shall transact business. .. .” 
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stock acquisition is permitted within certain limits (see Section 
IX, Appendix F). 


3. Limitation to Foreign Activities—The long term financ- 
ing sections of the Edge Act not only provide for the incorpora- 
tion of financing investment trusts, but also specify that these 
companies shall engage primarily in foreign business. This is a 
great drawback to the present incorporation of investment trusts 
under Federal law, for there is every reason why such institu- 
tions should be considerably, perhaps even primarily, interested 
in domestic securities. The principle of distribution of risk, 
which is bedrock investment trust policy, requires a considerable 
portfolio of American dollar domestic issues, especially in these 
days of fluctuating exchanges and unbalanced budgets ; while no 
well-informed banker would advise his clients generally to 
avoid domestic in favor of foreign issues, on the score either of 
safety or return. 


4. Dangers of Over-borrowing.—lfi the Edge Act is not 
liberal enough in some particulars, it would seem to be too 
liberal in others. Certainly the most ardent promoter cannot 
complain of the Federal Reserve Board regulation that the 
aggregate liabilities of an Edge law corporation may reach a 
maximum figure of ten times its subscribed capital and surplus, 
and even go beyond that limit with the express permission of 
the Board. This means that a bond issuing investment trust 
could borrow on debentures many times the equivalent of the 
sums furnished by its owners. So high a ratio of borrowing is 
unsound investment trust policy; it deprives creditors of their 
proper margin of protection and renders the position of the 
company comparatively unsafe through the piling up of fixed 
charges. 

The investment trust is principally co-operative buying of se- 
curities. If the shareholders desire to increase the amount of 
net distributable income by borrowing at rates less than the 
average yield on their portfolio, it is sound policy for them to 
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do so; but they should not borrow to such an extent that the 
portfolio largely represents the placing of capital belonging to 
creditors. The British investment trusts rarely borrow from 
all sources more than the equivalent of their subscribed capital ; 
while those Continental financing investment trusts and banks 
which will be examined in detail in Chapter XII, issue com- 
paratively few bonds, or confine their long term investments to 
an amount not greater than their capital and reserves, as the 
case may be. Most American investment trusts (Chapter 
XVI) operate under strict borrowing limitations, if they 
borrow at all; and similar restrictions will probably commend 
themselves in the future. 


Incorporation of Investment Trusts under State Laws.— 
It has been noted earlier in this chapter that investment trusts 
may be organized under the general corporation acts of the 
different states, and in at least a number of common- 
wealths, under the banking laws. A detailed exposition of 
the standards from state to state would involve an enquiry far 
transcending the limits of this book, and the reader who wishes 
a more comprehensive view than his lawyer might give him 
needs only to pore over the standard reference works on the 
subject, like the Corporation Manual, published by the United 
States Corporation Company. The ordinary business incorpor- 
ation laws of such states as New York and Delaware, to men- 
tion only a few, are unquestionably broad enough to embrace 
all the activities of the typical investment trust; but careful 
consideration should be given in any particular case to the 
relative advantages offered by the laws of the several states. 

As receiving deposits and paying by check are not ordinarily 
classed among investment trust activities the organization of 
such companies need not be under the banking laws, or subject 
to the supervision of the state authorities concerned therewith. 
Nevertheless, the prestige which in some states attaches to in- 
corporation under the banking laws, and the confidence instilled 
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in the investor by a semblance of closer public supervision, may 
well outweigh the extra effort or expense involved in obtaining 
it. In the New York State banking law, for instance, “‘invest- 
ment companies” appear as one of the six categories which may 
be incorporated under its provisions. As no business may be 
transacted until all of the capital stock has been paid in cash and 
a surplus accumulated, and as reports must be sent to the Super- 
intendent of Banking, there is in the public mind a certain 
prejudice in favor of financial companies so incorporated. “In- 
vestment companies’ operating under the New York State 
banking law enjoy, in addition to the powers conferred in the 
general corporation law, the right, under prescribed limitations, 
to undertake a deposit and lending business. 


Comparative Advantages of Trust and Corporate Form. 
—There remain to be considered a few other general circum- 
stances which should be weighed in determining the legal 
structure of a proposed investment trust. 


1. TAXATION AS APPLIED TO TRUSTS AND CORPORATIONS. 
—The question of taxation is a highly technical one, and the 
attention of the reader is directed to a résumé of the situation 
as affecting trusts, which appears as Appendix E. It is enough 
to call attention at this point to the different treatment ac- 
corded in the Revenue Act of 1924 to corporations or ‘‘asso- 
ciations,” and “trusts.” Whether or not a common law 
trust is so classified for Federal taxation purposes depends, as 
explained in detail in Appendix E, upon the degree of control 
which the trust instrument vests in the beneficiaries, or share- 
holders; and upon the nature of business—whether merely 
holding and managing investments (holding trusts), or carry- 
ing on some active enterprise (operating trusts), which the 
trustees transact for the beneficiaries. 

In all probability investment trusts operating as common 
law trusts and widely marketing their securities would be so 
organized and managed that they would be treated as “associa- 
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tions” for most Federal taxing purposes. If not classed among 
“associations,” or “corporations,” within the meaning of the 
law, the trust is, of course, not liable to the normal Federal and 
state taxes on corporation income, or to the Federal capital 
stock taxes; but, as in the case of partnerships, Federal and 
state taxes are nevertheless payable on income—whether dis- 
tributed or undistributed—which is in either case regarded as 
belonging to the beneficiaries. The important preliminary step 
is to study the appropriate rulings to determine under which 
category the proposed trust would probably come, and when 
this is done to consult a tax expert for estimating the probable 
aggregate taxes under each feasible plan of organization. These 
aggregate taxes would be affected by the surtax brackets in 
which the income of the individuals falls, and the rates of tax 
which the future acts may levy on corporations and individuals, 
respectively. It is also of importance to bear in mind that 
franchise taxes are not levied on Massachusetts trusts except 
by the state of their domicile. 


2. FLEXIBILITY OF THE CoMMON Law Trust.—The trust, 
carrying on its business under the common law right of con- 
tract, is free from those statutory exactions to which the cor- 
poration is subject as an artificial person and creature of the law. 
Reports are not required; and in many states the trust is not 
compelled to qualify in order to do business, as is a “foreign” 
corporation, for it enjoys in these respects practically the free- 
dom of the individual. 

On the other hand, trustees are privileged to apply to the 
courts for guidance in executing their trust, and any directions 
which the courts may wish to give generally involve in advance 
an assurance of legality to acts resulting therefrom. More- 
over, liquidation and winding up are considerably facilitated 
when, under express provisions of the trust instrument, any 
termination of the trust may be carried out without resort to 

tedious and expensive legal proceedings. In brief, trust estates, 
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where otherwise desirable or possible, do seem to afford 
stability consistent with sound business policy in times when 
changing public opinion finds expression in a confusing mass 
of regulatory and inhibitive acts. 


3. ATTITUDE OF THE Pusiic.—Although the common law 
trust possesses some advantages, other things being equal, in 
matters of taxation and control it does not command public con- 
fidence to the same extent as the corporation. The corporate 
form being far more widely used, and the benefits of cor- 
porate organization much more generally understood, the rais- 
ing of capital may encounter greater obstacles under the trust 
form. 


4. TRUSTS AND CORPORATIONS UNDER THE “BLUE Sky” 
Laws.—Despite the fact, cited above, that in many states the 
common law trust is allowed to do business as freely as an in- 
dividual, it must not be assumed that these enjoy any advan- 
tages over corporations with respect to the application of the 
“Blue Sky” laws to be found in an increasing number of 
American states. In fact, rather the contrary is the case. 

In eight commonwealths (Arkansas, Illinois, lowa, Kansas, 
Kentucky, Michigan, California and Missouri) shares in trusts 
have been declared subject to approval by state authorities, 
as in the case of corporate issues, before public sale is per- 
mitted. As far as the writer is aware, Oregon is the only state 
having a “Blue Sky” law in which a business conducted under 
a trust agreement has been considered outside the jurisdiction 
of the commission regulating the sale of securities. In this 
case, however, it was ruled by the State Supreme Court that a 
common law trust does come within the statutes governing 
trust companies; as these laws require a “foreign” company 
transacting a trust company business to conform ‘to all the 
requirements of the law relating to Oregon trust companies, 
the common law trust enjoys no immunities by its technical 
exclusion from the scope of the “Blue Sky” laws. 
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Particularly interesting in this connection is the attitude 
of the state of Illinois, which has ruled that a sale of shares 
in a business or trading trust in violation of the Illinois Secur- 
ities Law is void, and that notes given therefor are unenforce- - 
able. The aforesaid law classifies trusts as corporations in all 
regulations pertaining to the marketing of securities. The 
attitude of the authorities in this state seems to have been 
generally unfavorable to the wide marketing of shares in trusts, 
and in only two or three exceptional cases has permission been 
specifically granted to sell such securities publicly under the 
provisions of the “Blue Sky” law. 

Further evidence of the disfavor under which common law 
trusts find themselves in certain states may be seen in an 
opinion of the Attorney General of Ohio “that a voting, 
unincorporated association formed for the purpose of acquiring 
property to be held by a trust in conducting a multitudinous 
and almost unlimited line of business is opposed to the public 
policy of the state,” and in a recent ruling of the Supreme 
Court of Washington that the common law trust is without 
legal standing in that state. § 


8 The State of Washington, on the relation of J. W. Range, et al., Plaintiff, v. J. Grant 
Hinkle, as Secretary of State, Defendant, October 4, 1923. 


CHAPTER III 


THE STRUCTURE OF INVESTMENT TRUST 
CAPITAL 


Three Types of Securities Issued.—Having studied the 
legal forms under which investment trusts may function, we 
are now in position to consider the means employed for raising 
their capital. Like ordinary business corporations, invest- 
ment trusts offer the public three principal kinds of securities 
—common stock, preferred stock, and bonds; and in analyzing 
the several varieties of each an attempt will be made to explain 
the ratios ordinarily obtaining between them. 


Common Stock 


The starting point must, of course, be capital raised by the 
placing of common stock. Some investment trusts, in fact, both 
in England and the United States, have only common stock 
outstanding, but this is emphatically the exception among 
companies long enough established to prove their borrowing 
power. In the case of stock conversion and similar companies, 
described in Chapter XIV, which in some ways resemble invest- 
ment trusts, and are often popularly referred to as such, capital 
is raised solely by the issue of the common shares, or participat- 
ing certificates, and the nature of the express trust underlying 
them prevents any exercise of borrowing power. 

Several American investment trusts, acting purely as mutual 
investment associations on behalf of their shareholders, have 
provided merely for the issue of common stock, or shares of 
beneficial interest. The Massachusetts Investors Trust (see 
Chapter XVI), for instance, offers one class of common stock, 
and no bonds or preferred stock, the income being derived from 
dividends and interest accruing on investments purchased with 

36 
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the shareholders’ money and deposited in a Boston trust com- 
pany. Similarly, the Bond Investment Trust (see Chapter 
XVI), also a Massachusetts common law trust, issues only 
“certificates of beneficial interest.” The Investment Managers 
Company, which is described in its circulars as a “Joint Stock 
Association organized to manage Investment Funds for the 
benefit of the holders of Investment Trust Certificates repre- 
senting beneficial interests in such funds,” issues such certifi- 
cates in alphabetical series under an indenture providing, among 
other things, that “No money may be borrowed, through the 
issuance of debentures or otherwise, against the securities held 
in the Investment Fund.” 

As the investment trust certificates issued by the above- 
mentioned company present some unusual features, the follow- 
ing description of them is quoted from a recent prospectus : 


INVESTMENT MANAGERS COMPANY 


Investment Trust Certificates, Series A 


Each subscriber to the Investment Fund created by Investment 
Managers Company under the Investment Trust Identure dated as of 
January I, 1925, will receive an Investment Trust Certificate, Series 
A, constituting a contract between the registered holder, Investment 
Managers Company and the Trustee, under which the Company for a 
stipulated charge, undertakes the management of the Investment Trust 
Fund, for the benefit of the Certificate Holders, and setting forth: 


(1) That the registered holder has paid into the Investment Fund 
a stated sum equal to the face value of his Certificate. 

(2) That the registered holder is the owner of a stated number 
of shares in the Investment Fund, being the number that the 
amount of his subscription entitles him to receive on the day 
that the Certificate is issued, based on the actual value of the 
Investment Fund at that time. 

(3) That out of the net income derived from dividends, interest, 
etc., on the Investment Fund, the registered holder is entitled 
to receive distributions at the rate of 5% per annum on the 
face value of his Certificate, from the date of issue, payable 
quarterly on the 15th day of January, April, July and October. 
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(4) That after the end of each calendar year the registered holder 
is entitled to receive an additional distribution, hereinafter 
described, out of his proportionate part of all income derived 
from the Investment Fund in excess of the 5% distribution 
on the face value of the Certificates. 

(5) That the registered holder may redeem his Certificate and 
receive its actual value, at the option of the Company, either 
(a) in cash or (b) in a proportionate part of each of the 
investments held in the Investment Fund, with adjustment of 
fractional interests. 


Through his right of redemption the Certificate Holder retains con- 
trol over his share of the assets in the Investment Fund, including 
reserves accumulated during the period his Certificate has been out- 
standing. Certificates are not transferable. 


The redeemability of these certificates distinguishes them 
clearly from the usual type of common stock and makes them in 
one respect akin to the “bankers shares’ of stock conversion 
trusts mentioned above. However, the fact that the Investment 
Managers Company, to quote from its “Investment Trust In- 
denture,” “. . . shall have absolute control and management of | 
the Investment Fund, except as herein otherwise specifically 
provided, and the Company shall cause the Investment Fund to 
be invested and reinvested from time to time as the Company 
may in its absolute discretion deem to be for the best interest 
of the Investment Fund,” (although legal title is vested in the 
Trustee) prevents the certificates being so classed, and assim- 
ilates them to the broad category of investment trust certificates 
and common shares. 


Voting Rights of Common Stock.—In the case of such 
trusts as those mentioned above, the rights of the common 
shareholders, or more accurately, the owners of beneficial 
interest, are necessarily more restricted than those of the pos- 
sessor of ordinary deferred stock. Reference was made in the 
preceding chapter to the fact that Massachusetts common law 
trusts may be so created that the voting privileges vested in 
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shareholders: are approximately as in corporations; while, if 
the creators of the trust prefer, they may make the trustees 
self-perpetuating and virtually limit shareholders’ privileges to 
pro rata rights in distribution and liquidation. The Massachu- 
setts Investors Trust, and the Bond Investment Trust are of the 
latter type. The “investment trust certificates” issued by the 
Investment Managers Company carry, of course, no rights in 
the latter, which is not itself an investment trust, but a company 
formed for the purpose of creating “investment funds,” issuing 
certificates to the public, and managing the deposited invest- 
ments. Holders of the certificates, however, have certain rights 
over the trustee, as defined in Article VII, Section 2, of the 
“Investment Trust Indenture” : 


The Trustee may be removed at any time by an instrument or con- 
current instruments in writing signed by the registered holders of not 
less than fifteen per cent of the total Face Value of all Certificates 
then outstanding hereunder. In case at any time the Trustee or any 
successor thereto shall resign or be removed, or otherwise shall be 
incapable of action, a successor trustee may be appointed by the 
Board of Directors. 


Practically all British, and a number of American invest- 
ment trusts, as suggested earlier, have issued bonds or notes, 
preferred stock, or both, or contemplate such issues when 
markets are favorable or earning power has been demonstrated ; 
and their common shares are similar to those of any business 
corporation. This applies for instance, in the case of the Inter- 
national Securities Trust of America, another Massachu- 
setts trust, whose common shareholders are entitled to elect 
the trustees, and whose relationship to the enterprise so closely 
approximates that of shareholders in any corporation that for 
Federal Income tax purposes the trust is classed as an “‘associa- 
tion” (see Appendix E). The common stock of incorporated 
investment trusts, such as the Financial Investing Company of 
New York, and the Morristown Securities Corporation, carry 
the usual privileges. This is also true of the investment trusts 
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of Great Britain, most of which are incorporated and the great 
majority of which issue bonds as well as common and preferred 
shares. 


Par Value of Common Stock.—These latter without excep- 
tion attach par value to their shares, but the practice varies in 
the United States, as far, at least, as common stock is con- 
cerned. Among other American investment trusts, the follow- 
ing issue common shares without par value: 

International Securities Trust of America 
First Investment Company of New Hampshire 
Morristown Securities Corporation 


On the other hand, the following, among others, issue com- 
mon stock of a parity varying from $10 to multiples of $100: 
The Bond Investment Trust 
The Investment Managers Company (Investment Trust 
Certificates ) 
The Massachusetts Investors Trust 
The Financial Investing Company 


In the case of the British trusts stock is usually issued in 
units appealing to the investor of moderate means, and is as a 
rule transferable (both preferred and common) in sums of £1 
and multiples thereof. Very easy conditions of payment are 
frequently offered at time of issue, providing for instalments 
over a period of several months. 


Practice of Splitting British Investment Trust Shares.— 
A very interesting practice prevails almost without exception 
among the investment trusts of England and Scotland. This 
is the issue, initially, of “share” certificates, often in £10 
denominations, which, when fully paid for, are converted into 
“preference” and “ordinary stock” in the ratio of 60% to 40%. 
Occasionally the “shares” are converted merely into denomina- 
tions of common stock. Among recent flotations there have 
been a few (for instance, the Redeemable Securities Investment 
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Trust, and the Second Guardian Trust) in which the “shares” 
carried a par value of only £1, and were converted into common 
stock, but the British buyer of a new investment trust issue in 
most cases finds himself in the position of both preferred and 
deferred shareholder unless he chooses to sell one or the other 
type of stock into which his original share has been trans- 
formed. 

It is generally assumed in the British Isles that such shares, 
representing definite ratios of common and preferred, constitute 
an ideal unit for the investment trust stockholder. By pos- 
sessing preferred stock he enjoys a secure return on a portion of 
his capital, and as an owner of common he participates fully in 
the growing earning power of the trust. The share unit which, 
at time of writing, is being offered by the International Securi- 
ties Trust of America resembles the typical “share’’ of these 
overseas trusts, as it is composed of one share of cumulative 
preferred and a half share of common stock. 

From another point of view the issue of “split shares,” or 
of stock units carrying preferred as well as common, seems 
only a logical means of enabling the investor, to the extent that 
he is a possessor of common shares, to profit from the trust’s 
remunerative use of the fixed cost capital represented in his 
shares of preferred. If, for instance, the trust has no borrowed | 
capital, but has issued common and preferred shares of equal 
denomination, at par, in the ratio of one to three, it is evident 
that there will be available for each share of the former not only 
the percentage representing a pro rata claim on net earnings 
(assuming only one kind of stock outstanding), but a further 
percentage, as well, which would be three times the difference 
between the former percentage and the rate of cumulative yield 
on the preferred. 


Preferred Stock 


Ratios to Common.—While there are too few investment 
trusts in the United States and their history is too brief to make 
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generalizations useful, it is of interest to reiterate that the 
ratio of preferred to common stock obtaining among investment 
trusts.of Great Britain is generally sixty to forty, or, less 
frequently, fifty to fifty. Most companies specify that their 
preferred stock shall not exceed 60% of the total issued share 
capital? and this above-mentioned restriction is in keeping with 
the conservative management typical of investment trusis. 
By reference to Section II of Appendix A the reader will see 
that in 1912 the average capital representing preferred stock in 
the leading British investment trusts was £411,000, and the 
total for sixty-five trusts analyzed was £26,000,000; ten years 
later, the average preferred was £441,000, and the total for 
seventy-seven trusts analyzed was £34,000,000. In the earlier 
year, and for the same trusts, the average capital raised by 
the sale of common stock was £346,000, and the total £21,000,- 
000; in 1921, the average common was £415,000, and the total 
was £32,000,000. In other words, at the earlier period some 
28% of the entire capital was in the form of common stock, 
approximately 34% was in preferred, and the remainder in 
debentures; in 1921, for the seventy-seven trusts analyzed in 
that year, the figures were 32, 34, and 34% respectively, a cir- 
cumstance which shows how loath they are to accumulate fixed 
charges when costs of capital are higher than it has been their 
wont to pay in earlier days. 

Capital is less commonly raised, among American invest- 
ment trusts, by the issue of preferred stock. Several, however, 
including the International Securities Trust of America, and 
the Morristown Securities Corporation, follow British practice 
in this regard; and approximately $3,425,000 of the entire 
capital of $9,955,000 (March 1, 1926) raised by the former in 
the sale of its bonds and shares to the public (See Appendix D) 
represents the funds contributed by the preferred shareholders. 


‘American Trust Company; The Anglo-American Debenture Corporation; The Scottish 
and Dominions Trust; The Second Scottish Northern Investment Trust and others. The 
United States and South American Investment Trust Company declares that it shall not ex- 
ceed fifty per cent of the total issued capital. 
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It is of interest in this connection to quote from a prospectus of 
the International Securities Trust of America which in the fol- 
lowing words describes the restrictions under which preferred is 
issued : 


INTERNATIONAL SECURITIES TRUST OF AMERICA 
614% Preferred Shares 


The Preferred Shares are safeguarded by the assets of the Trust 
which consist solely of cash and investments. No Preferred Shares 
of the Trust may be issued unless the net assets (after deducting all 
indebtedness together with the Preferred Share Dividend Reserve 
Fund) taken at market value, shall equal at least 125% of the Preferred 
Shares outstanding and then to be issued; nor unless such net assets, 
taken at cost value, shall equal at least 133% of the Preferred Shares 
outstanding and then to be issued. 

The Preferred Shares therefore comprise an investment pro- 
tected by: 


(1) A distribution of funds among at least 400 seasoned, market- 
able securities (as described under “Standards of Diversifi- 
cation’’). 

(2) 125% (market value) of marketable securities. 

(3) A diversification of investment bonds and stocks selected 
under the guidance of statistical research, legal assistance 
and investment experience and opportunity not available to 
the individual investor. 

(4) Distribution of risk to the extent that for each $100 invested 
in the Preferred Shares, an average of less than 25 cents 
is placed in any one security. 

(5) A Preferred Share Dividend Reserve Fund accumulating until 
equal to 10 times the annual dividend. 


Rates, Voting Powers, Participation Rights, and Redemp- 
tion of Preferred Stock.—Rates of dividend paid by the British 
investment trusts on their preferred shares, vary from 4 to 
514%.’ Each one of the companies paying from 4 to 44%, 
was organized by the mid-nineties. About thirty British trusts 
pay 414% on their preferred shares, and 5% is offered by 


2 For yield at current prices, see Chapter IX. 
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a small number. The majority of the former were incorporated 
by the late eighties, and the tendency is noticeable to pay higher 
rates since 1900. Six per cent on preferred stock is rarely 
found among investment trusts in Great Britain, although some 
financing companies offer this return. Numerous investment 
trusts have more than one issue of preferred outstanding, bear- 
ing different rates of dividend and marketed at different periods. 
The yield on preferred stock held by the American investor must 
probably be at least 1% higher than in the United Kingdom, 
where the lower rates of pre-war years and the privileged posi- 
tion enjoyed by investment trusts in the confidence of the public 
have operated to their advantage in expanding capital. 

Preferred stock is generally cumulative, non-participating, 
non-convertible, and entitled to priority in event of winding up, 
but there are exceptions which prove the rule. Thus several 
British companies specify that the minimum rate on preferred 
stock shall be 4%, and that under given circumstances there 
shall be further participation not to exceed 5% in all. This 
is true of such companies as the British Investment Trust, The 
American Trust Company, and the Merchants Trust Company. 
An interesting provision is to be found in the by-laws of the 
First Investment Company in New Hampshire, which stipulate 
that the preferred (‘Class A’’) stock shall be entitled to pri- 
ority dividends of $3 per share per annum, and to an equal 
participation in any further dividends with “Class B’’ (common 
stock). 

Several American investment trusts make their preferred 
stock redeemable at the option of the issuer—in one case at par, 
in another at several points advance above its offering price at 
parity. Voting rights frequently attach to preferred stock of 
British trusts, for the reason that it represents a fractional part 
of the originally issued shares. A common provision is to the 
effect (to quote the prospectus of the Second Scottish National 
Trust Company, Ltd.) that ‘‘every member shall have one vote 
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for every Share held by him, and . . . when the shares are con- 
verted into Preference Stock and Ordinary Stock, every Mem- 
ber shall have one vote for each £10 of Preference Stock and. 
four votes for each £10 of Ordinary Stock held by him.” 

In the United States, preferred stockholders of investment 
trusts, as of any business corporations, enjoy voting rights only 
when their dividends remain unpaid. 


“Preferred” and “Deferred Ordinary” Stock—In Great 
Britain there is occasionally to be found a variety of stock 
which, strictly speaking, is a cross between common and pre- 
ferred, for common stock, while generally of one type, is 
occasionally divided into ordinary “preferred,” and ordinary 
“deferred.”’ The current difference between the two types is 
generally that the “preferred ordinary” is entitled to a dividend 
somewhat higher than that offered the preference stock, payable 
as a second lien on profits. It is not cumulative, like the prefer- 
ence stock, nor participating to the same extent as the “deferred 
ordinary.”” The most important distinction, however, is the lien 
which each type of stock has on the company’s equity in the 
event of winding up. The order of precedence, after debenture 
holders are satisfied, would be preferred, preferred ordinary, 
and deferred ordinary. One British company, for instance, 
issues preference shares entitled to a cumulative dividend of 
6% and to priority for capital without further participation. 
Preferred ordinary is next entitled to a non-cumulative divi- 
dend of 7% and to priority for capital over deferred ordinary 
shares, but without further participation. 


Advisability of Issuing Preferred.—There is ground for 
disagreement regarding the advantages of issuing preferred 
stock. No general rules can be laid down, as the advisability of 
such issue must be considered with reference to the peculiar 
circumstances in each case. 

The disadvantages are that preferred stock complicates the 
capital set-up of a type of enterprise which, because it exists 
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primarily for the interests of the moderately situated investor, 
should be as readily intelligible as possible. Unless a reasonable 
redemption figure is covenanted, it may also saddle the trust 
with prior charges which appear extravagant when borrowing 
power is firmly established. Moreover, there is a sense in which 
preferred stock is neither “flesh” nor “fowl,” in that it neither 
equals the investment trust bond for absolute safety, nor ranks 
with the common shares in participation rights. 

The advantages are that, as in any field of business, the 
issuance of preferred stock increases the proprietary capital and 
thereby broadens the borrowing basis without at the same time 
appreciably endangering the common stockholders’ control or 
introducing other claimants to their prospective profits. More- 
over, when sold in units with common, preferred stock affords 
an ideal basis of public participation, as mentioned above, and 
the fact that preferred stock so issued is outstanding for prac- 
tically all British investment trusts commends this practice to 
American consideration. If the trust is well managed, added 
returns can be made for the common shareholder by obtaining 
more capital than would be advisable by bond borrowing alone, 
at a cost, which, though yielding to the holder more than the 
bonds, is still advantageous for the trust. 


Advantages of Investment Trust Borrowing 


Concerning the wisdom of exercising borrowing power to 
obtain additional capital at reasonable cost, there can be no 
doubt. This is a legitimate and universally accepted means of 
increasing the earning strength of investment trusts. 


Illustration Applicable to American Conditions.—Revert- 
ing again to a simple numerical illustration, let us consider 
a trust whose capital has been raised by sale of bonds, pre- 
ferred stock, and common stock, in the ratio of 5:3:1 re- 
spectively.’ Bond capital, if allowance is made for marketing 


__ 


§ This is the actual set-up of the capital of the International Securities Trust i 
although the illustration is not otherwise applicable to the Trust. RE eae 
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charges, might cost 634%, and capital obtained through sale of 
preferred stock at least 12% more. Let us place the average 
net yield on investments, both domestic and foreign, at 
6%27%, and assume the profits on turnover, year in and year 
out, to approximate at least 214%. Let us also provide for 
current administrative cost at 1% of the invested capital, there- 
by reducing the assumed net earnings to an average of 8% on 
the latter. The amount theoretically available for each share 
of common stock will then be: 

I. The 8% earned directly on the capital provided by its 
holder, plus 

2. The equivalent of 1% on the same (the difference be- 
tween 8% and 7%, which represents in this illustration the cost 
of preferred capital) for each time that the capital provided by 
the common stock may be divided into the capital provided by 
the preferred (in this case, three times), plus 

3. The equivalent of 114% on the same (the difference 
between 8% and 614%, which represents the assumed net cost 
of capital borrowed on bonds) for each time that the capital 
provided by the common stock may be divided into the latter 
(in this case, five times). f 

Theoretically, therefore, 1814% earnings * are made on the 
common stock, although wise management would dictate no 
such distribution in dividends, but would allocate to reserves 
a substantial proportion of the net earnings. These re- 
serves, however, on the general principle of compound interest, 
quickly swell the purely investment earnings for the common 
shareholder, and progressively increase the rates of conservative 
dividend. The average investment return of 614% posited in 
this illustration suggests a trust whose capital, although widely 
distributed, is employed only in acquiring inherently sound 
securities, of which a very large percentage may be bonds and 
preferred stocks, and the turnover profits of 2) % are the very 


4In the illustration allowance has not been made, of course, for taxes; nor has the cost 
of marketing the common been taken into consideration. 
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least which a well-managed investment portfolio should aver- 
age through the years. 


Illustration Applicable to British Trusts.—As the above 
figures more closely approximate conditions in the United States 
today than the circumstances surrounding the early develop- 
ment of British investment trusts, let us take another hypo- 
thetical case which exhibits the average experience of the latter 
in the last three or four decades. Let us assume that in the 
eighties or nineties the total capital of a typical Scottish trust 
is divided in the proportions of one-third ordinary, one-third 
preferred, and one-third debenture. This ratio was not un- 
common, it being the practice to issue debentures to at least 
one-half of the share capital, and preferred stock from 50% to 
60%. The ratio of debentures to total outstanding share capital 
often reached 100%, while fully 75% was frequently found. 
The debentures could be sold on a 4% yield basis and would 
carry a long maturity or be of a perpetual character. The pre- 
ferred must command a slightly better rate—let us say 4% to 
5%. The total capital, inclusive of that raised by the sale of 
common stock, could be invested conservatively to yield 5% to 
6%. On two-thirds of its investments, therefore, the trust has, 
for nothing more than a small administrative cost, a return of 
at least 544% for an outlay of 444%. This represents a net 
interest of 2% on the equivalent of the common stock. In the 
meantime, the securities representing common stock investment 
are also drawing the same rate. About 8% is, therefore, avail- 
able for common stock at a time when half that rate is consid- 
ered a fair return for senior securities. This dividend is 
obtained with no more effort than a careful examination of 
purchased securities, and with no more risk than is entailed in 
buying any high-grade foreign and domestic issues. Further- 
more, no allowance whatever has been made for profits on turn- 
over, which always are shunted to a contingent fund in the case 
of the British trusts (see Chapters VII and VIII). 
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Borrowing on Bonds and Debentures 


The safest, and probably in the long run the most profitable, 
form of borrowing is by means of issuing bonds, or debentures, 
with maturities stretching over a period of years. A distinc- 
tion should first be made between debenture bonds, or “deben- 
tures,’ as they are called in Great Britain, and the mortgage 
and collateral trust bonds more commonly employed in the 
United States. 

The following definition in Sir Francis Palmer’s ‘“Com- 
pany Law” describes the instrument used by British investment 
Rests. 


The term debenture stock in common parlance is used to describe 
a debt owing by the company, payable at a fixed date, or in the event 
of the winding up, or some other contingency, and in the meantime 
carrying interest at a specified rate, and secured usually by a trust deed 
on the property of the company. The debt is generally made payable 
to trustees, and the beneficial interest thereof is represented by certifi- 
cates held by the debenture stockholders. (Eleventh Edition, London, 


1921, Page 294.) 


Strictly speaking, then, a debenture bond is one issued with- 
out a legally attested mortgage lien, or the specific pledge of 
collateral. It is a ‘floating’ charge on income only secondary 
to that of any outstanding mortgage bonds. The “collateral 
trust’’ bond is one issued on the basis of deposited securities, 
which are held by a trustee for the bondholders to assure pay- 
ment of interest and principal. Very rarely, if ever, does one 
find a British trust offering bonds backed by collateral lien on a 
segregated part of its portfolio, although the debentures are 
usually secured by trust deed, deed poll, or indenture. However, 
in at least fifteen British trusts with whose organization the 
writer is familiar there are no special deeds or indentures of the 
kind to protect the debenture holders. The right of the manage- 
ment to realize profits or avoid losses by selling and reinvesting 
—their complete discretion in handling the entire investment 
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portfolio according to broad principles stated in the memoranda 
of association—is never questioned. As long as the trust is a 
“soing concern,” it may change its investments without con- 
sulting the debenture trustees, provided the interests of the 
debenture holders are adequately protected. 


Debenture Bond Trustees—Other Standards of Safety.— 
These “debenture stock trustees’ are nominated by about 50% 
of the British investment trusts to protect the interests of the 
bondholders,’ and in the event of insolvency the “floating” 
charge enables the receivers for the debenture owners, as for the 
ordinary American mortgage bondholders, to hold the assets of 
the trust as against less favored creditors. In addition to the fact 
that the debenture is usually a floating charge on all the under- 
taking and property, it is doubly secured in a few instances, 
and resembles the collateral trust bond. For instance, the 
Debenture Corporation, Limited, and the South African and 
General Investment Trust Co., which are in part investment 
trusts, issue debentures secured by trust deeds, as a fixed charge 
on deposited securities of a value greater than the debentures 
by at least 10%; and also by a floating charge on the under- 
taking and assets. The essential soundness of the debenture, 
however, necessarily rests upon the integrity and ability of the 
directors, and the ratio which borrowed bears to shareholders’ 
capital. 


Limitation of Debenture Borrowing Powers.—The extent 
of borrowing on debentures, as compared with the amount of 
subscribed capital, is determined, for a British trust, rather by 
its articles of association than the Companies Acts. The latter 
impose no restrictions, provided the power to borrow is em- 


__ 5 This seems of more psychological than legal importance in the United Kingdom. It is 
difficult to see what extra assurance such trusteeship gives the debenture holders, and there is 
no marked difference in the salability of debenture stock issued with, and without, the special 
trust deed. ‘Where there is a trust deed, whether for securing debentures or debenture stock, 
the trustees can be plaintiffs in an action for enforcing the charge; but, commonly, the ac- 
tion is brought by a holder of the debentures or debenture stock, and the company and its 
trustees are made defendants.”’ Palmer (ibid.). It is interesting to note that there are differ- 
ences between the English and Scottish law in connection with the technical nature of the de- 
benture lien—but in practice these differences are unimportant. 
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bodied in the constitution of the company. This is, of course, 
always expressly reserved in the memorandum of association. 

Debenture stock is ordinarily limited, in the articles of asso- 
ciation of British investment trusts, to an amount not exceed- 
ing outstanding share capital. If borrowings were heavier, 
there would be difficulty in obtaining stock exchange listing, 
and underwriters and investors would look askance at the com- 
pany. Some companies, as the Foreign American and General 
Investment Trust, limit their borrowings to one-third of the 
fully-paid capital, others to 40, 50, 75, and 80%. ‘Fifty per 
cent is a common limitation. War experience has amply con- 
firmed the wisdom of these restrictions. 

The following companies are among those limiting deben- 
tures to 50% of their subscribed capital :—the Army and Navy 
Investment Trust Company, the General and Commercial In- 
vestment Trust. The Anglo-American Debenture Corporation 
has an 80% limitation, and the London and New York Invest- 
ment Corporation limits its debentures to 75% . 

The “Debenture Securities Investment Company” has this 
interesting section in its Memorandum of Association : 


(1) The Company is not to be at liberty to borrow or raise money 
by the issue of debentures or debenture stock, constituting a 
floating charge on the Company’s undertaking and property, 
without the sanction in writing of the holders of 90% of 
the issued capital of the company, and so that— 

(2) The total amount at any time owing in respect of money bor- 
rowed, or raised, shall not, without the like sanction, exceed 
30% of the issued capital. 


Ratios of Outstanding Debentures.—By reference to sec- 
tion II of Appendix B the reader will be able to visualize the 
relative importance of debenture capital for some eighty invest- 
ment trusts of Great Britain. This constituted 38% of the 
entire capital in 1912, and 34% in 1921. Comparatively speak- 
ing, debenture stock has been declining in importance during 
the last two decades, although in the last two years many such 
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issues have been launched in London and new activity in bor- 
rowing seems likely among investment trusts. 


Maturity and Redemption of Debentures.—The de- 
bentures issued by British trusts are both perpetual and termi- 
nable. Borrowing by bonds without redemption date is per- 
mitted by the Companies Acts, and the strong position enjoyed 
by many London and Edinburgh companies, despite their 
moderate earnings on portfolio, may be attributed to the perpet- 
ual use of capital obtained at low rates in the niheties, and 
the first decade of this century. Perpetual debentures have 
occasionally been issued under a proviso making them redeem- 
able at the option of the company. Terminable debentures, or 
bonds of fixed maturity, are also commonly employed, but by 
no means to the extent practiced in the United States, where 
coupon bonds of definite redemption dates are universal. 

Whether the debentures of fixed maturity are payable at a 
near or distant date depends, of course, upon the advisability 
at time of issue of obtaining funds for long periods at prevail- 
ing market rates. As stated above, the general rise of interest 
rates over a long period has given many older London and 
Edinburgh trusts a decided advantage; while the majority of 
them, adapting their offers to prevailing conditions, have 
emitted several series of debentures issued at different times, 
and paying different rates of interest. 

Short-dated debentures have been popular in Scotland. 
Loans with fixed and early maturity protect the lender from de- 
preciation of his capital, and appeal to the cautious investor 
north of the Tweed. Furthermore, trustees desire to guard 
their funds until the beneficiary attains his majority, when the 
capital should be free for such disposition as the latter may 
wish to make. During recent years the terminable debenture has 
enabled investment trusts to obtain capital under conditions per- 
mitting refunding on more favorable terms. This is not an un- 
mixed advantage, however, as the refunding may have to be 
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carried out at a time when interest rates are higher, and the lack 
of permanent capital deprives an investment trust of the stabil- 
ity of net income characteristic of the older and more successful 
companies. A prominent Glasgow firm has recently intimated 
that the cost of capital is probably as low now as it will be for 
many years, and that it is their intention to throw a larger 
proportion of their debenture stock into a long maturity. There 
are great differences among Scottish trusts in this respect. 


Rates and Yield on Debentures.—The rates paid on de- 
bentures vary in the United Kingdom from 34%4% to 5%. For 
obvious reasons the issue of debentures has been less profitable 
during recent years, but borrowing on a net cost of rather 
less than 5% has been lately possible in Scotland, while at cur- 
rently quoted prices the average yield of debentures for the 
largest companies of Great Britain would be in the neighbor- 
hood of 5%4% for the purchaser. 

The latter figures attest the great popularity of debentures 
issued by British investment trusts, some of which, in fact, 
have been able to borrow on terms comparing favorably with 
those offered by the Exchequer. A 1923 issue of the United 
States and General Trust Company, for instance, was com- 
pletely absorbed on a 5% basis, a net yield no greater than that 
of several contemporary British Government issues. Of late 
therefore (1924 and 1925), there has been a growing amount 
of debenture borrowing on very favorable terms. The net cost 
of capital so obtained, as cited above, has frequently been 514 % 
or less for well-established investment trusts in England and 
Scotland—a condition reflecting the trustee character of the in- 
vestment trust bond, of which insurance companies remain 
large owners in the United Kingdom. 


Debenture Borrowing Less Important than Formerly.— 
Nevertheless, it is significant that although the average capital 
of British investment trusts (see Section II of Appendix A) has 
grown by at least £100,000 since 1912, there has been less than 
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proportionate increase in the average debentures. The principal 
expansion is, as might be expected, in common stock, which 
carries 70% of the increase. Assuming the amount of the out- 
standing share capital to be a safe limit for debentures, it ap- 
pears, therefore, that British investment trusts may now con- 
servatively expand their borrowings a full 100%, or, roughly 
speaking, by £30,000,000. This amounts to one-third of their 
total capitalization, and would greatly enhance their investing 
power. Such an increase in debenture borrowing, even if 
financial conditions were favorable, would of course, require 
alteration of many articles of association, and the removal of 
certain arbitrary limitations dealt with earlier in this chapter. 
It would be difficult to estimate with accuracy the extent to 
which such borrowing could be further resorted to under pres- 
ent operating rules, but capital could be considerably expanded 
by calling up unpaid portions of previous subscriptions, and 
issuing new stock within the limits of authorized capital. 


Bonds Issued by American Investment Trusts—Collateral 
Trust Bonds and Substitution in Portfolio.—It must not be 
assumed that the British debenture bond is inherently superior 
for investment trust purposes to the collateral trust bond more 
familiar in the United States. An understanding for substitu- 
tion of collateral satisfactory at once to trustee and manage- 
ment can be embodied in the trust agreement under which 
bonds are issued. Thus there is coupled a reasonable facility in 
altering the portfolio with the added assurance which a public 
unacquainted with investment trusts must necessarily feel in 
obligations secured by deposit of investments. 


Means Employed by the International Securities Trust of 
America in Borrowing on a Gilt-edged Basis.——The Inter- 
national Securities Trust of America has sought in four ways 
to approximate conditions under which it could borrow on a 
gilt-edged basis. These are as follows: 

1. In its agreement with the Trustee for its bonds, the Trust 
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covenants that the market value of collateral securing the bonds 
shall always be maintained at a minimum of 115% of the par 
value of the bonds outstanding. The Trustee only authenticates 
new issues of the bonds when collateral providing this margin 
is actually deposited with it in sufficient amount to cover all of 
the new issue. If the market value of deposited securities falls 
below 115% of the face value of outstanding bonds, deposit of 
further securities is required on pain of default. 

2. It is stipulated that when $1,000,000 or more of bonds 
are outstanding, the underlying collateral shall always be so 
diversified that not more than one-fourth of 1% is in any one 
security. 

3. Section 2 of Article V in the Amended Declaration of 
Trust provides that “No obligation shall be issued unless at the 
time of the issuance thereof the value of the cash and securities 
(taken at the net cost price thereof) held by the Trustees here- 
under shall exceed the aggregate amount of all indebtedness of 
the Trustees hereunder (except that represented by the principal 
amount of the Obligations) by an amount equal at least to one 
hundred eighty per cent (180%) of the aggregate principal 
amount of such Obligation and all other Obligations at the 
time issued and outstanding.” 

4. After payment of interest on the bonds, and before meet- 
ing the preferred dividend, the Trust binds itself to set aside 
annually 15% of remaining net revenue until such time as a 
‘special Bond Interest Reserve Fund has been accumulated 
equivalent to five years’ interest on all outstanding bonds. This 
Fund is to be maintained thereafter. 


Mortgage Bonds and Debentures.—Although the tendency 
among American investment trusts is to authorize borrowing 
by bonds or secured notes, it is yet too early to anticipate the 
average ratio which borrowed capital will bear to subscribed 
capital. Nor is it possible at this time to foretell whether the 
species of collateral trust bond issued by the International Se- 
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curities Trust of America will become a type in the United 
States, or will be succeeded by mortgage or debenture bonds 
involving even greater flexibility in handling the portfolio. 

The cost of capital obtained by the issuance of bonds under 
a collateral trust agreement is increased by the clerical work 
and delays involved in arranging for substitution of collateral, 
especially when quick action is advisable in taking gains or 
avoiding losses on some deposited security. By retaining direct 
custody of its entire portfolio an investment trust is enabled the 
better to guard its investments, while the expense of maintaining 
constant relations with the trustee is avoided. It is significant 
that the International Securities Trust of America is con- 
templating a new bond protected by the 180% provision men- 
tioned above, and resembling the British debenture in having 
no deposited collateral. 


Bank Loans.—On general principles investment trusts will 
do well to avoid proportionally heavy bank borrowing. Unlike 
discount and commercial paper houses, they hold almost ex- 
clusively assets which, while readily negotiable, are of distant 
maturities. The cost of bank credit, even when granted upon 
diversified, collateralled securities, may vary so erratically, and 
the credit itself may be withdrawn so arbitrarily, that an in- 
vestment trust would be compelled to liquidate a portion of its 
holdings at times when it would not otherwise choose to do so. 

Nevertheless a reasonable amount of well-secured bank bor- 
rowing may be useful and profitable, especially as rates are 
generally much less than those payable on bond capital, and 
the cost of opening the credit is negligible as compared with the 
outlay involved in marketing securities of the trust. This may 
afford a means of anticipating capital shortly to be derived from 
a flotation of bonds or notes, or it may provide capital tempor- 
arily, pending a more auspicious investment market. Of espe- 
cial advantage to an investment trust would be the creation of so 
broad a market for its short-term paper that considerable sums 
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could be raised at the lower rates of the commercial paper and 
bill market, while regularly timed maturities are taken up by 
the proceeds of new issues. In this way the trust may obtain 
what is equivalent to a substantial amount of permanent new 
capital, supplementing, on much more favorable terms, the funds 
raised by issuing long-term obligations. 

For all these reasons, the right to borrow on short term is 
generally reserved by American and British trusts. A common 
limitation in such borrowing, found among British investment 
trusts, is thus stated in the prospectus of the Stockholders 
Investment Trust : 


The directors may for temporary purposes borrow sums equal to 
10% of such issued capital and reserves for the time being. 


Conditions under which short-term borrowing may be effected 
by different American investment trusts will be found in 
Chapters XV and XVI. 

With British trusts bank loans were perhaps more common 
before the war than now; and although they occasionally figure 
in present balance sheets, the tendency in the stricter form of 
investing company has been to reduce such accommodation to 
the minimum. An examination of the balance-sheets of several 
of the more important companies shows no bank loans out- 
standing. While it is always possible that “window dressing”’ 
may reduce such liabilities at stated times, the insignificant in- 
terest payments on bank loans recorded in the profit and loss 
accounts prove that overdrafts and collateral loans are usually 
small in comparison with capital, temporary in character, and 
often made merely in anticipation of early maturities. As it 
only underwrites issues it is prepared to purchase (see Chapter 
V) it does not act as a promoting company or depend for its 
revenue upon interest from short-term loans, the British invest- 
ment trust finds bank borrowing, except upon occasion, an un- 
satisfactory form of financing. 
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Short-term Loans from the Public.—Of comparatively re- 
cent development among a few investment trusts of Great 
Britain is the raising of money by short-term notes of from six 
months to a year, bearing interest of 34 or 1% above the bank 
rate. Deposits are also accepted, payable on a month’s, or even 
a week’s notice, on which interest is allowed ranging %2% 
above the bank rate. A very few well-established investment 
trusts on the other side have had at times as much as several 
hundred thousand pounds of liquid capital obtained in this way, 
which has been profitably employed in the short-term market. 
This was particularly the case when British Treasury bills, some 
years ago, were selling on a more than 6% yield. At present 
profitable operations in the market are made possible by the 
abundance of short-term Treasury bonds, and other sound se- 
curities of short maturities actively dealt in on the open market. 
Such transactions, while legitimate and profitable, are ancillary 
to the main lines of investment trust activity, and could be 
undertaken in certain American commonwealths only by institu- 
tions operating under the banking laws. 


CHAPTER IV 
THE RAISING OF INVESTMENT TRUST CAPITAL 


Investment Trusts a Recent Development in the United 
States——The reader may by this time be asking why invest- 
ment trusts have not in previous decades become familiar and 
popular media of investment in the United States. The fact 
that they are, in our country, essentially a post-war development 
may be attributed to reasons partly psychological, partly finan- 
cial and economic; but none of the circumstances hitherto 
retarding the organization of such companies weigh against the 
validity of their development provided the beginnings are firmly 
rooted in conservative and tested principles. The activity in 
creating trusts during recent years and the increasingly encour- 
aging response of the American people bear witness to this. 
But what are some of the factors which account for the com- 
parative paucity of investment trusts, even today, in the United 
States? 


Yield of Foreign and Domestic Investments.—It is often 
stated that the British investment trusts enjoyed in their earlier 
years opportunities of a kind never available for their American 
prototypes. Among these advantages was the great spread 
between borrowing rates in the home market and the yield to be 
obtained from American, and other foreign, investments. In- 
ternational arbitraging, as it is carried on today, was in its 
embryo forty years ago, and when many of the powerful trusts 
of London and Edinburgh were still young, it required but little 
skill to command 7% and 8% yields in a diversified portfolio of 
foreign senior securities purchased in part with money borrowed 
at a net cost of 4% or under. 

The United States being before the late war rather a bor- 

59 


60 THE INVESTMENT TRUST [Ch. 4 


rowing than a lending country, the capital of her people found 
for the most part adequate and remunerative employment in 
domestic business. The bold contrasts between foreign and 
home yields were not ever-present to stimulate the accumulation 
of capital for co-operative oversea investment, and if the return 
to capital was unusually liberal within the country, so also was 
the cost of borrowing there somewhat higher in proportion. 

Differences in yield between foreign and domestic invest- 
ments are not, however, the raison d’étre of investment trusts. 
It would be a mistake to assume that the capital .of investment 
trusts must be largely, or even preponderatingly, invested in 
foreign securities. Adequate margins exist, and have long 
existed, between borrowing rates, and the probable return from 
skillful purchase and turnover of primarily domestic securities. 
The power to enjoy the higher average yield of semi-speculative 
holdings without taking the individual purchaser’s risk of loss 
of capital could as well have been utilized through common 
share investment trusts fifty years ago as now, if principles of 
organization and management had been equally well understood. 
Substantial margins now exist between credit rates abroad and 
both the yield on American securities, other things being equal, 
and the cost of investment trust capital in the United States. 
Nevertheless, international differences in return on capital have 
not the importance in investment trust development at this 
time that they commanded in the eighties and nineties. 


Psychological Factors——Perhaps more fundamental 
reasons for the comparative lack of investment trusts in Amer- 
ica to this time are to be sought in certain psychological factors. 
It has long been the practice in America to make appeals to the 
public through regular intermediaries of the speculative securi- 
ties market, for the purpose of financing undertakings of more 
future promise than present substance. Toa far greater extent, 
in the nations of the European Continent, the public has been 
held in a kind of financial tutelage, their contributions to the 
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promotion of new or speculative business enterprises being 
effected to a considerable extent by way of great commercial 
banks, which were also what is known in France and Belgium 
as “Banques d’Affaires.”” Although gullible Americans have 
suffered losses running into staggering totals by purchasing 
worthless paper, sometimes from voluble but dishonest agents, 
but more frequently from over-optimistic and ignorant sales- 
men, it is nevertheless true that there is in the United 
States a more general diffusion of industrial and commercial 
profits than in any other country. 

The American saver of very limited means has been 
accustomed to bombardment from every side, in the mails and 
through personal canvass, by glowing prospectuses offering 
him participation in every conceivable kind of business El Dor- 
ado. It is perhaps only natural that a small percentage of large 
returns from this “hit or miss” purchasing into various enter- 
prises should attract more attention than a high percentage of 
losses or of low returns characteristic of the now passing hey- 
day of speculative stock salesmen; and for this reason we are 
prone to under-estimate the social costs underlying some of our 
great industries which were necessarily quite speculative in their 
early days. The expanding scope of the state “Blue Sky” laws, 
and the more stringent enforcement of Federal Postal laws 
are gradually limiting the “happy hunting ground” of irrespon- 
sible promoters, but the investor of small capital in America is 
still illustrative of the fact that “Hope springs eternal in the 
human breast,” and he wishes to earn on his mite a rate of 
return comparable with that which he has been led to think is 
the habitual expectation of the more fortunate. 

The fact that the rugged independence of American char- 
acter, coupled with the wholesome tendency to appeal directly 
to the ultimate saver, has accustomed investors in the United 
States to look eye-to-eye with specific business propositions 
(whether or not they understood them) presents perhaps a 
difficulty for the American investment trust movement in its 
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earlier days. At best, the organization of an investment trust is 
not easily visualized by the average investor, whose real interest 
it is primarily designed to serve. It is difficult to “dress up” an 
investment trust in lurid colors carrying popular appeal, and at 
the same time to be honestly consistent with the conservative, 
“safety first’ methods which should characterize this type of 
company. The lure of possibly greater profits in less secure 
channels of investment is unfortunately often greater than the 
attraction of almost certain security, and the substantial but 
less exalted earnings promised to investment trust shareholders. 


Educational Work of Pioneers.—Despite these factors 
hitherto retarding the growth of investment trusts in the United 
States, there is good reason for thinking that the public will 
generally respond when a sufficient number of sound undertak- 
ings have been developed to offer variety in investment trust 
securities, and to educate the investor in the A B C of invest- 
ment trust organization. Not even the natural organizers are as 
yet fully acquainted with the liberal profits which may reason- 
ably be expected by adapting’ foreign experience to American 
conditions ; and until there exists a considerable body of bankers 
and brokers who recognize the advantage of creating invest- 
ment trusts in America, and are thoroughly informed as to the 
best methods of doing so, it can hardly be expected that the 
public will respond with alacrity to new issues of the kind. 
When the spade-work has been done, it is the belief of the 
writer that further sources of capital will thus be tapped, and 
that the roots of commerce and industry will be enriched both 


at home and abroad by new rivulets of savings accumulated 
thereby. 


Simplicity in Selling Prospectuses.—As a general rule, it 
is most important to remember that the selling proposition for 
both bonds and shares of investment trusts should be made as 
simple and as easily understood as possible, for undue com- 
plexity in organization and in distributing methods not only 
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confuses salesmen who may also be carrying competing offer- 
ings, but seriously militates against the placing of such issues 
in the market. In fact, partly with the idea of simplifying the 
plan and more readily communicating the basic ideas to the 
public, a number of firms have recently introduced into the 
American market a modification of the investment trust struc- 
ture which, while following some of its forms and offering 
certain of its advantages, has introduced a radical departure 
in generally accepted investment trust principles and may lead 
to unfortunate consequences if not developed with the greatest 
caution and subjected to keen scrutiny on the part of all con- 
cerned. Reference is had to the stock conversion companies, 
treated in Chapter XIV. 


The Appeal of Investment Trust Securities—In intro- 
ducing investment trust securities to the American public one 
does well to remember that emphasis should be laid upon the 
salient features of each type of issue offered, even though 
concentration upon the immediate selling argument prevents 
other than a very cursory description of the general set-up 
and functioning of the trust. Bonds will carry a different 
appeal than preferred stock, and preferred stock than common. 
The average investor must first understand clearly the offering 
he acquires and develop his detailed knowledge of the business 
as a whole in studying the rights and limitations of the secur- 
ities he holds. 


1. Bonps.—There is no doubt that the potential market 
for obligations of this character has been vastly expanded by 
the bond-buying habits developed in the American people during 
and immediately after the war in connection with the financial 
needs of the Treasury. There are probably today hundreds of 
thousands of people with one or more Liberty Bonds who 
before 1914 had never cut a coupon. 

The appeal of investment trust bonds is, above all, their 
exceptional safety. In Great Britain they are widely purchased 
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by institutions seeking “gilt-edged” investments. As men- 
tioned in the preceding chapter British insurance companies 
are large buyers of investment trust debentures and preferred 
stocks. Their securities are also popular as trustee investments. 
In the United States some time will doubtless elapse before state 
laws assimilate investment trust bonds to the class of trustee 
securities, and for this reason it is likely that, when due consid- 
eration is given to safety of principal and assurance of steady 
income, these obligations will give for a time a more favorable 
yield to the investor than any other comparable security. As 
the public becomes accustomed to bonds of this character, the 
cost of marketing them will decrease and their yield to the new 
purchaser, other things being equal, will decline. These cir- 
cumstances, as well as the above-mentioned factor, are likely 
to cause a considerable rise in market value of investment trust 
bonds, unless, indeed, a general advance in interest rates causes 
marked depreciation in all fixed-income securities. 

As in the case of other bonds which are based upon sub- 
stantial values, any investment trust bond issued by a well- 
managed company will show a large margin of equity 
contributed by shareholders’ capital and accumulated by undis- 
tributed earnings. Investment trust obligations of the collateral 
trust species offer the further protection of diversified deposited 
securities. The peculiar elements of safety in a properly 
authenticated investment trust bond may be summarized as 
follows: 

(a) Ready Marketability of the Issuer’s Assets—The 
major part of an investment trust’s portfolio (and this is 
practically the whole of its assets) generally consists of listed, 
and easily marketed securities. If receivers for the bondholders 
were compelled to liquidate, the realized value would, in numer- 
ous instances, actually exceed the book figure for investment 
portfolio; in any case an appreciable shrinkage from current 
valuations, when the assets are “put under the hammer,” is 
extremely unlikely. 
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(b) Diversification in the Issuer’s Assets—The force of 
this statement will be at once appreciated when it is recalled 
that the portfolio of an investment trust is systematically 
diversified. The immediate sale of its entire holdings, affect- 
ing but slightly the total current offering of each one of the 
many investments represented therein, should not appreciably 
impinge upon the general course of the securities markets. The 
ordinary mortgage bond, representing prior lien upon the 
physical property of a “going business,” or upon improved real 
estate, is only as secure as the income-yielding power of these 
underlying assets. Such bonds, as well as the typical collateral 
trust bond resting upon hypothecated obligations of a single 
issuer, are inherently sound only if a specified business, or 
establishment, is economically productive; and they command 
only such cash value, in event of default in interest payments, 
and winding up of the business or foreclosure of the mortgage, 
as the disposal of a single property or business can produce 
from the more or less arbitrary market capitalization of antici- 
pated earnings at a time of forced liquidation. While good 
real estate mortgage bonds are as secure an investment as any 
one could reasonably desire, there is lack of uniformity from 
state to state in laws relating to real estate valuation for mort- 
gage assessment purposes. The overvaluation of land and 
improvements and the frequent inadequacy of the owner’s real 
equity, are matters of common observation with any student of 
realty problems. 

(c) Unlikelihood of Default—There is the further cir- 
cumstance that investment trust bonds should be less liable 
to default of interest than any other species of obligation, 
except, perhaps, the debts of financially strong governments. 
The portfolio of a typical investment trust, consisting primarily 
of prior yield securities, and representing a broad scattering of 
holdings, is constantly yielding dependable income, regardless 
of current market fluctuations. New capital, raised in any way, 
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being promptly invested, produces revenue without the delays 
and unforeseen difficulties encountered in many undertakings. 


2. PREFERRED STocK.—The investment trust bond, how- 
ever, like non-participating preferred stock, is a fixed yield 
investment, and as such, subject to any of the drawbacks 
attaching to such securities. For this reason it is well to bear 
in mind the following advantages attaching to preferred stock 
issued by many investment trusts: 

(a) Higher Yield than Warranted by Intrinsic Risk.—The 
position of the preferred stockholder, if protected by an ade- 
quate margin of reserve or of common stockholders’ capital 
is as safe as that of the bondholder in most enterprises, and for 
the reasons sketched above. Nevertheless, as it ranks after 
the bond or debenture, the preferred carries a yield of % to 
1% above it, and makes an attractive combination of return 
and safety for those concerned primarily with the latter. 

(b) Units of Preferred and Common.—Apart from the 
fact that preferred stock may offer participating features, the 
practice is general among investment trusts, as described in the 
last chapter, to issue units of preferred and common stock, thus 
enabling an investor to enjoy a combination of the anticipated 
increasing earning power of the latter, and the prior claim in 
income and principal of the former. 


3. Common StocK.—The sources of earnings on the com- 
mon stock of investment trusts, and the factors causing 
appreciation in their value, have been touched upon in preceding 
chapters, and need only be mentioned here. They are (a) the 
yield on investments, (b) profits on realization, which are 
generally appropriated to reserves and thus ultimately create 
further equity for the common shareholder, (c) the margin 
between (a) and (b), and the cost of borrowed capital for such 
part of the portfolio as is acquired with borrowed funds, and 
(d) any other earnings, such as the underwriting profits and 
fees ordinarily enjoyed by British trusts. If the management of 
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the trust is reliable and intelligent, the common shareholder 
should therefore enjoy profits in the business sense, in addition 
to the average net investment return which a mixed portfolio 
can safely yield. Moreover, such business profits should accrue 
to the common shareholder, whether the trust purchases pri- 
marily fixed-income securities or common stocks, as gains on 
turnover can be taken quite as readily in one class of security 
as in another, and as the advantages of borrowing obtain in 
either case. 


Investment for the Well-to-do.—It is commonly assumed 
that the investment trust share is par excellence a poor man’s 
purchase, and that the well-to-do are able to diversify their 
own holdings, borrow advantageously, and “play the market”’ 
profitably. Assuming this to be the case—and it is not often 
so—there are at least two advantages which rich, as well as 
poor, enjoy in acquiring common stock in a sound investment 
trust, and which are telling “selling points” among investors 
of the former type. 


1. AvoIpDING INHERITANCE Tax CoMPLICATIONS.—An 
individual consistently maintaining a diversified portfolio must 
some time anticipate the complications of our State and Federal 
inheritance taxes,—which do not arise to the same extent when 
the diversified portfolio is held by an investment trust, and the 
individual’s participation therein takes the form of common 
stock, or of participating certificates. 

No less than thirty-seven states impose an inheritance tax 
on shares of corporations organized in those states and owned 
by the estate of a non-resident decedent. It would, therefore, 
be entirely possible for one’s estate to pay inheritance taxes in 
over thirty states in addition to the tax of the state of residence 
and the Federal estate tax. The method of collecting the tax 
is simple. The state forbids the corporation, under pain of 
severe penalties, to transfer stock owned by a decedent until 
the tax has been paid, and because the state has undoubted 
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jurisdiction over the corporation, it can with little expense and 
trouble collect the tax. An extreme case would be a man 
owning stock in thirty-five corporations, each of which was 
organized in a different one of the states which imposes an 
inheritance tax on stock of a domestic corporation owned by 
a non-resident decedent. Assuming that the value of each of 
the stocks was in excess of the statutory exemptions, the 
decedent’s executors would be required to pay a tax to thirty- 
five states in which the decedent was not a resident, in addition 
to the tax payable to the state of his residence and to the 
Federal government. This would be an unusual, but none the 
less possible, case. 

In the supposititious case given above, stocks of corporations 
organized in the taxing state have been used merely as an 
example. In some states, stocks and bonds of corporations 
which merely do business or own property in the state are taxed 
even if owned by a non-resident decedent. In a few states, the 
right is also asserted to tax municipal bonds owned by a non- 
resident decedent. Let us assume, however, that the same 
thirty-five stocks are held by an investment trust, the individual 
taxpayer merely having a certificate of beneficial interest or a 
share in the trust. Under such circumstances, it may well be 
doubted whether the states in which the thirty-five corporations 
are organized or do business, and in which neither the individ- 
ual nor the trust is domiciled, could possibly tax the investment 
trust portion of the decedent’s estate. In any event, the cir- 
cumstances which render it easy for the state taxing authorities 
to collect this tax from non-resident estates would not exist. 
The stock would be registered not in the name of the decedent, 
but of the trust. Upon his death, there would be no occasion for 
transferring the stocks on the books of the corporations. The 
decedent’s executors would merely have transferred on the 
books of the trust the certificate of beneficial interest, or the 
shares. 
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2. ASSURING CHECK-UP oF INVESTMENTS.—The more 
widely an investment portfolio is diversified, the greater be- 
comes the difficulty of supervising it. This circumstance alone 
makes more than very limited diversification impracticable for 
the individual unless the services of a proficient trust company 
are utilized, or unless, in addition to peculiar skill in these 
matters, the investor enjoys ample leisure to study the many 
phases of his problem. Joint management effected through in- 
vestment trusts gives assurance of provision for such hum- 
drum and easily overlooked matters as conversions, drawings, 
subscription privileges, coupon clippings, and so on. For 
instance, it will be recalled that the holders of nearly $1,200,000 
American Telephone and Telegraph Company 6% Convertible 
bonds, by neglecting to exercise conversion rights which lapsed 
August I, 1925, lost $340 for each $1000 bond. 


Marketing Problems—MetTuop or DistrIBUTION.—Each 
type of investment trust security, therefore, carries its peculiar 
appeal, and for this and other reasons the system of distribu- 
tion through reputable local dealers and bond houses commends 
itself. Knowing the needs and enjoying the confidence of 
their clients, such investment bankers are especially qualified 
to introduce a new species of security into their several com- 
munities. This is not only a more rapid, and in the long run 
probably cheaper, method of raising capital, but it is almost 
essential in marketing offerings which call for such a measure 
of confidence in the business and its managers. Direct retailing, 
over the heads of local dealers, however effective it may be 
with speculative and promotive issues, is not satisfactory with 
securities of less lurid appeal; nor is it conducive to the creation 
of a steady dependable market for continued and expanding 
offerings of the kind characterizing investment trust finance. 
As popular knowledge is particularly circumscribed in this 
field, considerable educational advertising in financial journals 


and high-grade newspapers is required. 
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ListTING AND QuorTaTions.—lInvestment trust securities 
in Great Britain are generally listed and commonly dealt in on 
the exchanges. In the United States, a close market is usually 
maintained, and no investment trust issue is quoted on the 
New York Stock Exchange. The reader will find daily in the 
New York Times and other papers of New York and Boston, 
under the caption “Investment Trusts,” the “bid” and “asked” 
quotations for offerings of a few American investment trusts, 
and “stock conversion” companies. 

As marketing is likely to be extensive rather than intensive 
at first, and among people less interested in speculative and 
trading profits than in the investment features of their pur- 
chases, a considerable period may elapse before the listing of 
investment trust stocks and bonds would result in anything 
more than a nominal quotation. A limited market easily lends 
itself to manipulation. It is a well-known fact that a majority 
of bonds listed on the exchanges are not actively traded in; 
that quotations are not always available on listed securities; 
that their principal market is very frequently among bond 
houses which repurchase securities originating with them, and 
other buyers and sellers operating independently of the ex- 
changes; and that the marketability of any security, whether 
listed or unlisted, depends fundamentally upon the extent of 
its distribution, and the activity and good faith of the brokers 
and issuing houses which handle it. One advantage of listing 
is the fact that collateral loans can generally be effected more 
readily, and with a smaller margin, in the case of listed 
securities. 

The maintenance of “bid” and “asked” figures in an unlisted 
security, dealt in mainly by those desiring a bona fide transfer 
of investment values, has created an adequate market for large 
numbers of issues, and permitted such an extension of direct 
trading between interested houses on behalf of their clients 
as to relieve the issuer of the necessity of rebuying more than 
a fraction of the offerings in any series of transactions. How- 
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ever, the listing of investment trust securities is probably only 
a matter of time, when increase in the number of such issues 
and the greater distribution of the same will render this step 
advisable. 


“Tap” SALEs, AND OccasIoNAL FLoTaTions.—Whether 
the investment trust should raise its funds by keeping “on 
tap” its offerings to the public and “feeding” them out in 
response to demand, or secure lump sum increments to its 
capital by flotations at stated times, depends upon a number 
of factors. In Great Britain the latter method is generally 
used; in the United States the former method prevails. 

Newly organized investment trusts will find it advantageous 
to bring in their capital by degrees, until the problem of invest- 
ing it is being effectively solved. A large volume of inactive 
or ineffectively invested capital, part of it bearing fixed charges, 
is more a liability than an asset. Furthermore, “tap issues” 
are better fitted for a market in which the investor is learning 
for the first time the advantages of participation in investment 
trusts. On the other hand, trusts whose buying activities are 
well organized, and whose financial standing is such that 
assurance of a successful appeal can be obtained without costly 
underwriting, will probably find occasional flotations more 
convenient and satisfactory than constant marketing. This 
applies especially when opportunities arise requiring the dis- 
position of large sums within limited periods. Moreover, a 
tonic effect is likely to be produced upon the market when new 
offers are made only intermittently. 


Cost of Raising Capital for Long Established Trusts.— 
During 1924 and 1925 there had been considerable activity 
in Great Britain in the launching of new investment trusts, 
and the expansion of capital among the old. Many of the 
new companies, being sponsored and directed by people well 
known in the investment trust world, and belonging to 
a group of trusts long favorably regarded by the public 
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because of their stability and earning power, raise even their 
initial capital with as little difficulty as the older undertakings. 

As for the latter especially, the cost of obtaining new capi- 
tal contrasts strikingly with marketing charges in America. 
As a rule, additional capital is either privately subscribed, or, 
an issue being publicly offered, a substantial proportion thereof 
(often 60%) is placed firm at par in advance through ex- 
isting shareholders, directors, and their brokers, the latter 
frequently receiving a lump sum as compensation for their 
services. For the major part new issues are not underwritten, 
as the London and Edinburgh markets are more than ready 
to absorb new offerings of their investment trusts, and as 
existing shareholders are generally given prior subscription 
rights. Where underwriting contracts are negotiated the fee 
does not as a rule exceed 114%, with sometimes an “overriding 
commission” * of 4%, on the par value of the shares. The 
practice commonly obtains of offering brokers a commission 
of. 4%, or a stated amount varying from threepence to a 
shilling per share, dependent upon the nominal amount thereof, 
on applications bearing their stamp. Brokers are occasionally 
allowed %4% or 1% for handling a block of debentures, of 
which they surrender a part to agencies co-operating in mar- 
keting. In general, it seems safe to place the issuing cost for 
different types of British investment trust capital well within 
3% on the par value of securities marketed, bearing in mind the 
much lower cost, especially in Scotland, to well-established 
companies. 

In addition to these basic marketing costs for issues of 
British trusts, the government charges must be figured. Thus 
the letter known as the ‘allotment letter,” sent to each share- 
holder with his allotment of new shares, carries a stamp duty 
of sixpence. If the new issue necessitates an increase in au- 


_1 That is, in English financial terminology, the ‘overriding’? commission is the amount 
which the underwriting syndicate making the original contract is able to pocket when it places 
any part of the underwriting with other firms, these latter enjoying the regular underwriting 


commission while the former, for that part of the underwriting it retains, enjoys both com- 
missions. 
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thorized capital, a tax of 1% must be paid on such increase, 
regardless of the time of issue. There is also a small ad 
valorem stamp duty, which refers to documents which must be 
returned to Edinburgh, in Scotland, or to Somerset House, in 
London, but which amounts to a few pounds only. The fact 
might be emphasized, in conclusion, that British investment 
trust issues, which always have a par value, are, in the case 
of shares, never issued at less than this par value; and are often 
sold at a premium sufficient to cover the entire issue and 
marketing cost. 


PROSPECTUSES OF NEw IssuES QUOTED 


There are reproduced below, in part, two recent prospec- 
tuses of issues offered by old British investment trusts, which 
give practical illustration to the foregoing. The first is a leader 
among the Scottish trusts, and its recent debenture issue, here 
described, was sold without underwriting and privately placed: 


March 7, 1925 


This Statement is advertised to comply with the Regulations of 
the Committee of the London Stock Exchange and is for information 
only and is not an invitation offering Stock for subscription or pur- 
chase. The Directors of the Company, collectively and individually, 
are responsible for the information contained in this Statement 


Tue ALLIANCE Trust ComPpaANy, LIMITED 
Incorporated under the Companies Acts 


The Company was incorporated on the 21st day of April, 1888, for 
the purposes mentioned in the Memorandum of Association. 


Authorized Capital 9). .1c ctetisn mee aes sw alivs £2,000,000 
Issued: 

Fully Paid 414% Cumulative Preference Stock.. £ 700,000 

Fully Paid 4% Cumulative Preference Stock.... 650, 000* 

Fully Paid Ordinary Stock...............-.6.. 650,000* 


£2,000,000 
Se ee 


* £50,000 of this 4% Preference Stock and £50,000 of this Ordinary Stock has recently 
been issued and is in the course of being paid up in full. 


74 THE INVESTMENT TRUST [Ch. 4 


DEBENTURES: 


Terminable and Interim Loans .............. £2,884,120 
The normal period for which Debentures 
are placed is five years. 


Issue of 
£500,000 Four-And-A-Half 
Per Cent Debenture Stock, 


of which £400,360 has been sold by the Company at the price of 89% 
per cent, less one-half per cent brokerage, the remaining portion being 
retained until a later date, made in pursuance of Resolution of the 
Board, under the powers of the Company’s Articles of Association, 
ranking pari passu with all existing Debentures and any Debentures or 
other Debenture Stock hereafter issued and to be repaid on 15th May, 
1965, at par. The Stock will be secured by a Personal Bond granted 
by the Company for the amount of the Stock and Interest in favour 
of the Trustees, Royal Bank of Scotland, under Deed of Agreement 
and Trust. The Interest will be payable half-yearly on 15th May and 
11th November, the first payment for two-and-a-half months’ Interest 
being made on 15th May, 1925. 


Application will be made to the Committee of the London Stock 
Exchange for permission to deal in the £400,360 4% per cent 
Debenture Stock. 


The next prospectus offers preferred stock to the public, 
describes the underwriting arrangement relating thereto, and 
explains the terms of an antecedent increase in common: 


March 30, 1925 

A Copy of this Prospectus has been filed with the Registrar of 
Joint Stock Companies. 

Application will be made in due course to the Committee of the 
London Stock Exchange for a quotation and for permission to deal 
in these Shares after allotment. 

The Subscription List will close on or before the 4th day of 
April, 1925. 

Tue Unitep States DEBENTURE CorPoRATION, Lp. 
(Incorporated under the Companies Acts, 1862-1886) 


Authorized Share Capel. \5:.e0) oscceee eee £2,698,000 
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CAPITAL 


5 per cent Cumulative Preference Stock issued.. £350,000 
53% per cent Cumulative Preference Shares now 


ig eR Me ad Sate Se Rak Ai a £700,000 
—————— £1,050,000 

Ordinary Shares of £1 each issued............... £300, 000 

Guaranteed and in course of being Subscribed.. £225,000 
£525,000 


The balance of unissued Share Capital can be issued either as 514 
per cent Cumulative Preference Shares ranking pari passw with the 
existing Preference Stock or as Ordinary Shares provided that the 
aggregate amount of all Preference Shares and Stock issued or agreed 
to be issued shall never exceed twice the aggregate amount of the 
Ordinary Shares and Stock issued or agreed to be issued. 


Loan CAPITAL 
£1,207,500 4 per cent, Irredeemable Debenture Stock 


Issue of 700,000 5% per cent Cumulative Preference Shares 
of £1 each at par. 


Payable as follows: 


OMA DPUCATION s..5.5:o, cee a Re EAeEe eI va etotis eects s 1/- per Share 
OP ATIOLITICHIES scocterc cree ste crete epee TS Ghar toca, oe 4/- per Share 
On TstsJ UNCP 1925 oes cle wise ate sia nice Setaiaie eave 5/— per Share 
On sath Pauly $1925 Scents Sees cere eats on 10/— per Share 


The Preference Shares entitle the holders to a fixed cumulative 
preferential dividend at the rate of 5% per cent per annum on the 
amounts paid up thereon in priority to the Ordinary Shares, and are 
preferential as to capital. 


PROSPECTUS 


The Corporation was formed in the year 1889 and carries on the 
business of an Investment Trust Company. 

The Capital has recently been reorganized by writing off the sum 
of £3 per share uncalled on the 300,000 Ordinary Shares of £4 each 
then issued, thus reducing these shares to shares of £1 each fully 
paid up. This reduction of capital has been sanctioned by the Court, 
and an additional 225,000 Ordinary Shares of £1 each have 
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recently been offered at £1 15s. 6d. per share for subscription, and the 
subscription of such shares has been guaranteed as below mentioned. 


By a contract dated 18th March, 1925, and made between the Cor- 
poration and Messrs. W. Greenwell and Co., the latter undertook to 
guarantee the subscription at the price of £1 15s. 6d. each of 210,000 
Ordinary Shares of £1 each recently issued in consideration of the 
placing by the Corporation with Messrs. W. Greenwell and Co. or 
their nominees at the above price of a further 5,000 Ordinary Shares, 
and a brokerage of 6d. per Share on any Shares which they were 
called upon to take up. In addition, Messrs. W. Greenwell and Co. 
undertook to place on behalf of the Corporation a further 10,000 
Ordinary Shares. The said contract further provided that Messrs. 
W. Greenwell and Co. would underwrite the present issue for an 
underwriting commission of 114 per cent and an overriding com- 
mission of a half per cent on the par value of the Shares. 


Copies of the above-mentioned contracts, and a print of the 
Memorandum and Articles of Association of the Corporation and of 
the Trust Deeds securing the Debenture Stock, and a print of the 
last Directors’ Report and Balance Sheet may be inspected by intend- 
ing subscribers at the office of the Solicitors of the Corporation during 
usual business hours while the list remains open. 

A brokerage of 144d. per share will be paid on allotments made in 
respect of applications bearing the stamp of a broker, banker, or 
other approved agent. 

The definitive Stock certificates will not be issued until after the 
1st August next, but in the meanwhile a combined allotment letter and 
partly paid interim certificate will be issued. 

Application for shares should be made on the accompanying form 
and sent to the Corporation’s Bankers with a remittance for the 
amount payable on application. If no allotment is made the applica- 
tion money will be returned in full. Where the number of shares 
allotted is less than the number applied for application moneys will be 
applied towards the amount payable on allotment. 

Prospectuses and Forms of Application may be obtained from the 
Corporation’s Bankers and Brokers. 


Cost of Obtaining Capital for New Investment Trusts.— 
Most of the new investment trusts in the United Kingdom are, 
as stated above, affiliated with familiar groups, and for this 


\ 
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reason their capital is obtained on terms similar to those de- 
scribed in the preceding paragraphs. “Founders shares,” so 
commonly issued on the Continent, are as a rule not employed 
in promoting British investment trusts. Their common stock 
is practically always sold for cash only, and often at an initial 
premium above par value which extinguishes at the outset the 
organization expenses. A few illustrations of companies 
recently organized in Great Britain will prove illuminating. 

The Second Guardian Trust announced an authorized capi- 
tal of £500,000 in its prospectus of July, 1924. This sum was 
made up of 500,000 shares of £1 each, offered at £1 1s. Asa 
means of popularizing the issue among people of limited means, 
arrangements were announced for installment payment extend- 
ing over a half year period, while optional prepayment in full 
on allotment was provided at a discount of 3% per annum. 
When fully paid, the shares were to be converted into ordinary 
stock, the minimum subscription on which allotment might be 
made being fixed at seven shares. Application has been made 
to the Stock Exchange for official quotation and leave to deal. 
The prospectus announced that “the borrowing powers of the 
Directors are limited (save with the sanction of a General 
Meeting) to an amount not exceeding the Share Capital of the 
Company at the time subscribed.” 

It is instructive to note that the good record of the first 
Guardian Trust, with which the new company will be intimately 
associated, has insured adequate initial capital by this sale of 
common shares, much of which unquestionably went to holders 
of stock in the older trust, without recourse to the debenture 
borrowing power until the undertaking will have justified full 
public confidence. 

The total premium above par at which these common shares 
of the Second Guardian Trust were sold amounts to £25,000. 
Preliminary expense of organization, the greater part of which 
represents stamp duty, was estimated at £8,000, exclusive of 
brokerage and underwriting fees. As for the latter, it was 
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announced that the entire issue, of which more than 50% was 
already spoken for at the time of the public offering, had been 
guaranteed at a commission of 1%; as for the former, the com- 
pany agreed to pay a brokerage of 44% “on the amounts al- 
lotted in respect of applications bearing the stamp of a banker, 
stockbroker, or other approved agent.”” Thus it is seen that the 
entire outlays in launching the Second Guardian Trust and 
securing its capital were less than two thirds of the premium at 
which the common shares were sold, and the Trust commenced 
its operations with a paid surplus. 

The Second Mercantile Trust, launched in March, 1923, 
shows many similar features. The authorized share capital is 
£1,000,000, divided into shares of £1 par value and offered to 
the public at a premium of one shilling (21s. per share). When 
fully paid the shares were convertible into equal amounts of 
preferred and common stock, the former being entitled to a 
5% cumulative dividend without further participation, and both 
ranking for dividend from date of allotment. It was stated 
that steps would be taken to secure permission to deal on the 
stock exchange and to enjoy an “official quotation.”’ 

The close association of this new undertaking with the 
successful Mercantile Investment and General Trust Company 
has also enabled it at the outset to extinquish organization, 
brokerage, and underwriting expenses by means of the premium 
on its shares. The underwriting commission in this case 
amounted to a total of 2%. 

Somewhat different methods were followed in the organiza- 
tion of the Scottish National Trust (July, 1924). The capital 
of £500,000 consists of 50,000 shares of £10 par value which is 
split into 5% cumulative preference, and ordinary stock, in the 
proportion of 60% of the former and 40% of the latter. The 
fact that the directors were already “aware of applications for 
30,000 shares’’ at the time of the public offering suggests that 
the stock will be closely held, a circumstance which also perhaps 
accounts for the refusal to enter into any underwriting agree- 
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ment, or to assume any promotion expenses. The issue was 
promptly and heavily over-subscribed. 

The prospectus of the “Stockholders Investment Trust, 
Limited” (June, 1925), in which the entire authorized capi- 
tal of £600,000 was offered in 60,000 shares of £10 each at par 
announced that: 


The preliminary expenses incidental to the formation and flotation 
of the Company, including legal expenses, registration fees, printing, 
and advertising, but exclusive of brokerage, and the expense of stamp- 
ing and issuing allotment letters, are estimated to amount to about 
£8,500, of which £6,050 represents capital duty and registration fees, 
and will be paid by the Company. 

The Articles provide that without the sanction of an Extraor- 
dinary Resolution passed at a separate meeting of the Preference Share 
or Stockholders the total amount of 5 per cent Preference Shares 
and stock issued must not exceed 60 per cent of the aggregate nominal 
amount of the Preference and Ordinary Stock and Shares issued or 
agreed to be issued. 

No portion of this issue has been or will be underwritten, and no 
promotion money has been or will be paid. 

A fee of 600 guineas will be paid to the Company’s Brokers, Messrs. 
Govett, Sons and Co., of which firm Mr. J. R. Govett is a partner. 
The Company will pay a brokerage of 1s. per share on all shares 
allotted in respect of applications bearing the stamp of a Bank, Stock- 
broker, or other approved Agent. 


As yet the American investment trust has not gained that 
peculiar position in the world of finance which the British in- 
vestment trust has long enjoyed. This, and the further fact 
that flotation costs are higher in New York than in London, 
account for the heavier outlays which American trusts, mar- 
keting their securities in ways familiar to the United States, 
have been required to pay for their capital. Generalizations 
cannot be safely made at this point in the evolution of American 
investment trusts, and the reader who wishes to examine more 
carefully the problem and methods of raising capital for invest- 
ment trusts in our country will be well advised at this time to 
peruse Chapters XV and XVI, for some detailed descriptions. 


CHAPTER V 
MANAGEMENT OF THE PORTFOLIO 


Importance of Sound Buying.—It is sometimes said in 
financial parlance that ‘well invested is better than well earned.” 
For the investment trust this dictum might be construed as 
“well invested is better than brilliantly financed.”’ Although in 
launching an investment trust in this country the immediate and 
ostensibly most formidable difficulty is the raising of capital, 
the success or failure of the trust, and the responsiveness of 
the public after the initial selling efforts, must obviously depend 
upon the caution and skill with which the investments are 
handled. This is the very heart and soul of investment trust 
management, and he would be a rash person indeed who would 
venture into the field without careful study of the technique 
of buying from the viewpoint of investment trust needs, and 
without associates who from the first will devote themselves to 
this work in anticipation of constantly increasing capital. 


Qualities Required.—Any moderately well-to-do investor 
who manages his own estate and manages it well, knows the 
exacting nature of his task. He is a captain on the bridge of 
the good ship ‘Capital,’ alert to gauge each shifting of the 
financial winds, as well as to guard the efficiency and discipline 
of his own craft. How much more difficult are the problems of 
investment trust management appears from the fact that a 
watchful eye must be kept over portfolios including frequently 
from two to three hundred or more distinct investments, and 
that the responsible parties must not fail at any time to take full 
cognizance of any factors which will influence either the market 
value or the return on those securities which they hold in trust 
for the public. Although it would be inaccurate to say that 

80 
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these administrative problems are unique for the type of com- 
pany we are considering, they nevertheless present a different 
picture from those of the commercial banker, the broker, or 
even the investment banker. The peculiar skill required in 
investment trust administration is based upon a wide experience 
in the financial world, an intimate knowledge of economic con- 
ditions in many countries, and a vision tinged with the judg- 
ment which only years can bring. 


Criteria of Investment.—Three broad criteria must be 
kept in mind in investment trust buying, and they may be stated 
as follows: 


I. The securities purchased must conform to the norms 
of diversification which the trust has set for itself, 

2. The securities should meet the trust’s standards of in- 
trinsic soundness. 

3. They should, if possible, be obtained at figures giving 
good current yield and promise of capital appreciation, the 
range of maximum prices set for various eligible securities 
being based upon an expectation of ultimate profitable turnover. 


The first of these criteria assures the stockholder in an in- 
vestment trust that safety of his capital will be sought in the 
spreading of risk; the second promises him a constant invest- 
ment return regardless of the “ups and downs” of business; the 
last attempts to secure for him, in addition, the business profits 
which ordinarily result from sagacious purchase and resale. 
In other words, the result of applying these criteria will be to 
approximate for the stockholder the same advantages enjoyed 
by an opulent well-informed investor of international contacts, 
who at any given time, or in different phases of the credit cycle, 
is realizing on some of his holdings at a profit, buying other 
temporarily depressed securities at less than their actual value, 
and drawing interest and dividends as well on the currently in- 
active part of his portfolio regardless of the passing valuations 
which the market may place upon them. This chapter will be 
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devoted to discussing the application of principles set forth in 
(1) and (2), while the following chapter will analyze (3), or 
turnover problems. 


Standards of Diversification The spreading of risk which 
characterizes investment trusts is essentially among securities of 
long maturity or without redemption date. The greater part of 
their capital being derived from sale of stock and bonds, their 
liabilities are not current or unfunded to an extent approaching 
the commercial bank. For this reason their deposits with banks, 
or loans on call, tend to disappear in the measure that acceptable 
investment opportunities await them, and their purchases of 
short-term paper are related to the amount of their temporarily 
borrowed funds. 

The limits within which principles of distribution of risk 
apply is an interesting study which would furnish examples 
ranging from the broadest diversification to a spreading of 
risk merely within the specific investment field to which the 
portfolio is limited. In some instances interests are concen- 
trated in a single country or geographical area; other investment 
trusts specialize in a given industry, or in several related indus- 
tries (see Chapter XVI; also Appendix A, Section III), 
while there are a few examples of investment trusts organized 
primarily to acquire and handle common shares, or fixed yield 
securities, as the case may be. Of the latter type are the Bond 
Investment Trust, which, as its name implies, purchases only 
bonds, notes, mortgages or other obligations; the Investment 
Managers Company, whose certificates represent mainly par- 
ticipating interests in common shares; and the Bankstocks 
Corporation from whose prospectus we learn that : 


Without the consent in writing, or at a meeting duly held, of the 
holders of at least three-fourths of the outstanding capital stock of 
the company: 

No funds of the company shall be invested except in shares of 
the capital stock of the banks and trust companies above named 
(together with, in certain instances, capital stock of affiliated securi- 
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ties companies managed by or in conjunction with such banks and 
trust companies). 

No more than Io per cent of the total assets of the company may 
at any time be represented by an investment in the shares of stock of 
any one bank or trust company and its affiliated securities company, if 
any, at current market prices. 


It is, however, with the typical, rather than the unusual, invest- 
ment trust, that we are dealing in this chapter, and the following 
paragraphs will describe the diversification conditions limiting 
investment among trusts including all kinds of securities in their 
portfolios. 

Among British investment trusts the distribution of hold- 
ings is generally so broad that even in the largest companies 
average investment in any one security amounts at the most to 
a few thousand pounds. It is the practice with many not to 
participate to the extent of more than £7,000 or £8,000 in any 
issue, excepting government bonds during the war and after. 
The limitations imposed by the articles of association are in 
terms of percentages, however, rather than maximum amounts. 
The Gas Water and General Investment Trust, Ltd., has the 
unusual provision that “not more than £25,000 can be invested 
in any one security except in cases of securities of which the 
company is acting as an issuing house, or where it is desirable 
to exceed such limit in order to protect an existing investment 
—or where such limit is exceeded by reason of amalgamation 
of undertakings in which the company has made investments.” 

The most common stipulation among the British companies 
is that not more than 5% of the issued share and debenture 
capital shall be invested in any one security or undertaking. Ten 
per cent is another limitation commonly imposed. A few 
companies, among them the Industrial and General Trust, the 
Army and Navy Investment Trust, the Alliance Investment 
Trust, and the Bankers Investment Trust, restrict themselves 
to 3% or 4%, and others set a figure giving broader discretion 
to their directors,—for instance, the First, Second and Third 
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Scottish American Trust Companies, Ltd. An interesting pro- 
vision is to be found in the Articles of the Indian and General 
Investment Trust, Ltd.—‘“Not more than one-third of the sub- 
scribed share and debenture capital can be invested in any one 
class of securities, nor can the company hold as an investment 
more than one-fourth of the capital of any one undertaking.” 
Occasionally different conditions for diversification in invest- 
ment are set for original capital, than for any raised subse- 
quently. 

It is often stated in by-laws and articles of association of 
investment trusts in the United Kingdom that there must be no 
investments involving unlimited liability. Frequently an ex- 
ception is made under general standards of distribution in favor 
of securities issued in the United Kingdom or obligations of 
the British Government. Two companies declare that securi- 
ties of different titles or denominations are not to be regarded 
as one security, for purposes of investment, merely because they 
are issued or guaranteed by one body. When the percentage of 
investment in any one security is fixed, as rarely occurs, in 
terms of issued debenture capital only, the effect is the same, 
for debenture capital bears a definite relationship to share capi- 
tal, as explained elsewhere. 

American investment trusts represent such variety of type, 
regardless of their scanty number, that their standards of 
diversification can best be studied in detail in Chapters XV 
and XVI. It is interesting to observe, however, that the Inter- 
national Securities Trust of America places an average of not 
more than 144% of its entire invested capital in securities of 
any one issuer. 


Geographical Distribution of Investments.—Limitation 
of investment in securities issued in, or by, any one country, 
is not general among British investment trusts. It is likely 
that this would have been more common had organizers fore- 
seen the disturbed political conditions following 1914. In those 
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few cases where it does occur there is lack of uniformity. The 
Debenture Securities Investment Company has this interesting 
Article: “At least 95% of the subscribed capital shall be in- 
vested in mortgages, mortgage debentures, debenture stock or 
bonds but not more than 214% of the subscribed capital shall 
be invested in any one security, and the total investments in 
undertakings of any one country, except England, are not to 
exceed 2% of the issued capital.” (Italics supplied. ) 

The question of geographical distribution has been more 
carefully considered in certain American trusts, among which 
the International Securities Trust of America has perhaps the 
most complete provisions (in the Amended Declaration of 
tay 4 ee 


ArtTIcLE IV. (4) Of the total funds of the trust invested and avail- 
able for investment by the Trustees, not more than seventy per cent 
(70%) may be invested at any one time in securities originating in 
the United States of America, not more than fifty-five per cent (55%) 
may be invested at any one time in securities originating in England, 
and not more than thirty-five per cent (35%) may be invested at any 
one time in securities originating in any other nation or country. Not 
more than ten per cent (10%) of the total funds which may be so 
invested in securities originating in any one country may be invested 
in securities representing any one distinct class of business or industry. 

So long as the total funds of the trust invested or available for 
investment shall be less than One Hundred Thousand Dollars ($100,- 
000), not more than five per cent (5%) of the total funds which may 
be so invested in securities originating in any one country may be 
invested in any one such security; when such total available funds 
shall amount to One Hundred Thousand Dollars ($100,000), but shall 
be less than One Million Dollars ($1,000,000), not more than three 
per cent (3%) of the total funds which may be so invested in securi- 
ties originating in any one country may be invested in any one 
security; and when such total available funds shall amount to One 
Million Dollars ($1.000,000) or over, not more than one and three- 
fourths per cent (134%) of the total funds which may be so invested 
in securities originating in any one country may be invested in any 
one such security other than governmental securities. 
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The trust shall never purchase or hold a majority in interest of 
any one issue of securities. 


Provisions of similar tenor are to be found in the by-laws 
of the Financial Investing Company of New York. If, as 
seems likely, American trusts are to become a vital force in the 
export of capital from the United States, it is probable that 
increasing attention will be given to a proper international dis- 
tribution of risk. Several potential foreign markets exist today 
for the absorption of American funds for every one with which 
British investment trusts were confronted forty years ago. 


Distribution of Risk by Type of Enterprise-—Under Sec- 
tions III and V of Appendix A a list has been given of certain 
British companies which are quasi-investment trusts, but which 
nevertheless confine themselves to investments in certain types 
“of enterprises. As has been described above, they generally 
combine a promoting and financing, with an investment busi- 
ness. . ‘Rails’ are a particularly popular form of investment 
among trusts, and quite a number of companies devote them- 
selves exclusively to railway, or to public utility companies, 
as in the United States. Tea, coffee, rubber, mines, realty and 
oil also have each their list of companies. Several American 
investment trusts, like the Bankstocks Corporation, and the 
Joint Stock Securities Company, are interested only in banking 
stocks of one kind or another. The investment trust, as a rule, 
however, does not specify so narrowly, nor does it limit its 
participation by type of enterprise any more than by geograph- 
ical region. Confining its requirements to such conditions as 
are sketched above, it usually allows leeway to its directors in 
purchasing when and where the best terms are obtainable. 

Among recent interesting developments in America are 
certain so-called “bankers share” trusts; and several companies 
formed to invest in particular European countries, which are 
a cross between financing companies and investment trusts. 
As will be seen in Chapters XIII and XIV these are hardly 
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investment trusts in the commonly accepted sense, although they 
are frequently referred to as such. In this connection it is 
worth while to note that neither the specialization of these 
“bankers share,” or “trustee certificate’ companies in secu- 
rities of chain stores, oil companies, railways or what not, 
nor the exclusive interest of the above mentioned investing 
companies in particular foreign countries finds many parallels 
among the better known investment trusts of Great Britain. 


Distribution of Risk by Type of Security.—It is safe to 
say that the greater part of all British investment trust capital 
rests in bonds or preferred stocks, and the purchase of British 
government obligations during the war tended to shift an even 
larger proportion to the fixed interest side. Nevertheless, the 
majority of investment trusts do not confine their purchases 
to fixed interest-bearing securities. In fact, the average invest- 
ment trust list contains a larger proportion of unbonded and ir- 
redeemable securities than that of the insurance company or 
the commercial bank. In many portfolios, there may be found 
a considerable portion of common shares; while much lack of 
uniformity appears in comparative holdings of preferred shares 
and bonds. With a few exceptions,’ there are no set conditions 
as to the proportions of the invested capital which may be placed 
in different denominations of securities. 


Extent of Diversification Not Always Revealed.—It would 
be easier to see how broad a distribution of risk is to be found 
among their holdings if all investment trusts followed the 
policy of publishing their investments. Most American invest- 
ment trusts have at one time or another, in their brief period 
of existence, cultivated public confidence by revealing their 
investments at a particular time, or by publishing a list of 
“approved securities” among which their purchases are made. 


1 ith the British Investment Trust, Ltd., the Foreign & Colonial Investment Trust 
Co. Lid. the Debenture Securities Investment Co., Ltd., and the Railway Debenture & 
General Trust Co., Ltd. The latter invests only in debentures and government loans. 
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Practices of publicity, however, are less common among the 
investment trusts of Great Britain where longer public expe- 
rience of the advantages of this form of investment has created 
considerable confidence in the ability and integrity of those 
prominently associated with trust organization and manage- 
ment. Probably less than a third of the investment trusts of 
Great Britain take the public fully into their confidence by 
printing annua! investment lists. While complete, such lists as 
are printed are often not classified, and there is usually no 
résumé for the convenience of the reader. A number of com- 
panies not publishing lists give a classified summary sufficient to 
exhibit main tendencies. Even where secrecy is observed, it 
is not likely that any trust would refuse to reveal its holdings to 
a stockholder if the request were properly made. In some cases 
it is understood that the list may be viewed by the stockholder 
on certain days at the office of the company, or if an appoint- 
ment is made with the secretary for the purpose. 


Objections to Publication of Investments.—The principal 
objection voiced by investment trusts to the periodical publica- 
tion of their investments is that the facts thus broadcasted often 
subject them to gratuitous criticism on the part of ill-informed 
investors, while practical use is made of these facts mainly by 
brokers on behalf of their clients, or by competitive trusts not 
so well equipped to ferret out investment opportunities for 
themselves. Moreover, it is felt by many trusts that they 
would be handicapped in realizing the best price on their hold- 
ings if the knowledge of the extent of these holdings were 
public property. In the case of some investment trusts, the 
management by the directors along lines of their own expe- 
rience means that revelation of the investments is to a certain 
extent a revelation of personal interests. Especially among 
promoting and financing companies there are obvious objections 
to sucha procedure. For instance, the articles of association of 
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the British Empire Trust Company expressly provide that the 
directors shall not be bound to publish lists of the investments. 

Finally, if there were no practical objection to the publica- 
tion of investments, it should not be forgotten that among 
those investment trusts which consistently tend to shift the 
composition of their holdings, a published list of investments 
quickly becomes antiquated. It might also be observed that 
very few individuals have personal knowledge of more than 
a small fraction among the published holdings of any invest- 
ment trust,—or the means of carefully analyzing even those 
securities with whose names they happen to be familiar. This 
is bound to be increasingly the case as foreign and domestic 
securities rapidly multiply in number, complexity and variety. 

From this it must not be assumed that publication of invest- 
ments is to be condemned. On the contrary, this practice has 
much to commend it, and is followed by some of the largest 
and most conservative of the British investment trusts. A 
number of the latter, however, would probably gladly abandon 
publicity of their holdings if the contrary precedent had not 
been established, and the writer has never observed that public 
confidence in British investment trusts is affected one iota by 
any decision which may have been reached concerning publica- 
tion or non-publication of holdings. 


Distribution of Investments Illustrated.—The investment 
portfolio of the majority of British investment trusts is truly 
cosmopolitan. The United States Debenture Corporation, for 
instance, has well over 400 distinct securities; the Investment 
Trust Corporation has 419 separate holdings, of which 399 are. 
quoted in the official lists of London, New York or other well- 
known stock exchanges; the Scottish Northern Investment 
Trust reports over 470; the Northern American Trust Com- 
pany has about 350; the Industrial and General Trust, Ltd., 
prints annually a complete list of its investments, 873 in 1925, 
which represent a capital of more than £6,000,000. Such broad 
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spreading of risk has not yet been attained by American invest- 
ment trusts, with one or two exceptions to be noted in subse- 
quent chapters. 

There follow a few recent statements of British investment 
trusts showing distribution by class of undertaking, type of 
security, or locality. 


GEOGRAPHICAL DISTRIBUTION OF INVESTMENTS 


INDUSTRIAL AND GENERAL Trust, Ltp.—May 21, 1925: 


Great Britain. . PRR SW CER ND Gh ee 
South America, excluding the Argentine Republic. mornin Men ne 
Argentine Republic... . crags Aue teegerenee hte, Rerks aa 
British Dominions and Dependencies. 5 ctath Sein Satae stapes a coer ete 
United States of America. . A ee TR nS Sees abo! Pyles 
Europe, excluding Great Britain. . ; 4287 
Asia and Africa, excluding British Dominions and Dependencies . 4.36 
Mexico and Central America. . en Aaya Shinde = ct! 
100.00% 
SEeconD InpusTRIAL Trust, Ltp.—July 30, 1924: 
Great Britain. . Perens eee SO he 
South America, excluding ‘the Argentine Republic. panne SCRA oe 17.54 
Argentine Republic. . boc eoateRs she "yea SOREO 
British Dominions and Dependencies. . Sa bh, Re a eee TE ele We eee BOO) 
UmitedsStates otAmerica nes: >... cis dsts cae ee eee 6.07 
urope, excluding (Great) Britain; is. .2) osc c eee came 6.65 
Asia and Africa, excluding British Dominions and pie arid 3.92 
Mexico and Central America... .......00.secceccevceeeesecees 2.49 
00.00% 


INVESTMENT Trust CorPoRATION, Ltp.—June 4, 1925: 


ELGMENSGCUNIEICS S Aottsis ss Sine pa cea sisuese coe a lees Uae Gey eRe Teac mms Oa 
United tS tatesae es: Sas x cleric ao s.0. sincere ern ee 
Color ta] Mee Re cies totic cides! gs «ca oles eng 8 
Argentina. . esi shelerath whale leoa.s wie! Zip o.6.¢hel rer Gish at RAGE RIE ERR TRAIN ROR PME) 
Ober South Americin s..... |... -, ev ok eee ee 9 
Cuba. Ba cicavassske tele :shtalo ie tat cya hehe Mele OSCR rau EREEN CNRS, Or ae 
ential Amick Oa tiki. cos. oe he I.50 
MGXICOZ0 Y VRE ete ciche Uiwisik bbs FC AEL RR ee ee RIN I 
Philippines. . sbesdiapilss aigna(eheiriga-s, 0:3 ss teuste len eee Game eter ers oh aS 
Spain. . SUA Sasol eis esa exe ave, ee Vee Rc eR ere ean eee a ae 
China and Japan. 1.50 
Other countries. 4 
100.00% 
Tue Unitep States AND GENERAL Trust Corporation, LtD.—1922: 
Great Britain. 22h! a wlpinotey agiels by Meee RiehreeN RG Oe 
British Colonies and Dependencies. BO cE tn Seb rae Fete) 


United States of America. . ee aid Oe aoe a TS ee Ee 
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ee 
entina Mecotet Veleintde etter aeiskein ers aicua'a, haste Sere, oe he stern LON 
Other South America. . 48 EUS ASH Eee Nat ee eRe O27 
PEE REN cct. s Us sath RRR RNG WO Mian Sante Podadien reg 
Other countries. . 7-4 
100.0% 
DIsTRIBUTION By CLAss oF UNDERTAKING 
INDUSTRIAL AND GENERAL Trust, Lrp.—May 21, 1925: 
Industrial. . eases cola ine tae Me mA TeOT 
American and Foreign Railways... EYRChate Sale Silas Reh ieee eee ETO LOT : 
hanks and Pinapcial seo no shee teeth oN cok, a en re ee eet! TL 7A 
Government Securities and Municipal Loans.................... 10.15 
Home and Colonial ee Sao Rike GONG as SRO E AE eaan ae aie 5.67 
a ees tes aoe AAAS cesieahns eo ReMi ae 40 
ee en Poe eC nlaiots Coichanere ain ciciad ogc ee ate BAe 
Shipping. . Lie ote ee ere le aera erie oe Sra a tig ha a .88 
100 .00% 
SEconD Inpustriat Trust, Ltp.—July 30, 1924: 
Industrial. . Be ns Boe By easiest AT AOC Gy 
American and Foreign Railways... AE fray iy Ache metre LOCOS 
Banks and Financial. Fsidu sels lean eteOaae, Eee oO! 
Government Securities and Municipal Toate A ete ee 9.82 
Home and Colvnial Railways.. BI Oe ate a eas cee ROM ASSO 
ramways and Omnibus. ot acess esis sara eed ot sec ewie a salen 8.17 
ee PY <: = Esra errata Ste ata the yy slsaais Pea eerainte ean ee San 
Shipping. . SA aD Ee Oe OE ee eee ee 20 
100.00% 


Tur Scottish NorTHERN INVESTMENT Trust, Ltp.—1922: 


The funds of the Company are wholly invested in Stock Exchange Securi- 
ties of 473 different undertakings, distributed as follows: 


1. Railway and Industrial Bonds and Stocks in £ S. d. 
the United States of America and Depen- 
dencies. 154,431. ie Il 


2. Railway and Industrial Bonds and Stocks in 

Canada including Canadian companies oper- 

ating elsewhere. . 168,259. 
3. Investments in Great Britain, including British 

companies operating abroad, War Loan 


Stock and National War Bonds. . : 757,036. 17. 8 
4. Bonds of Foreign Governments, Municipalities 

and ei ames | and miscellaneous invest- 

ments.. ee: ERE ayo stala ty ateitay a sce 56,814. aes 5 


Lt as 7D 13e 2 
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Tur ANGLO-AMERICAN DEBENTURE CoRPORATION, Ltp.—1922: 


[Ch. 5 


Amount Invested 


Preferred 
Bonds Shares 
£ £ 
British Government Securities.......... 417,049 — 
Great Britain and the Colonies: 
Industrial and other companies....... 296, 601 138,852 
United States of America: 
Railway Companies. . 39,043 52,805 
Tramway, Light and Power companies 90, 767 44,714 
Industrial and other companies...... 24,645 32,847 
South American and Other Foreign Coun- 
tries: 
Railway Companies...... 123,879 139355 
Tramway, Light and Power companies 54,659 9,546 
Government Securities and Industrial 
and other companies. reas care oe 69, 089 18, 233 


£7,715, 732 310, 402 


DISTRIBUTION BY TYPE OF SECURITY 


INDUSTRIAL AND GENERAL Trust, Ltp.—May 21, 1925: 
Bonds, and Debenture and Guaranteed Stocks.................. 


Preference Shares and Stocks. . ata Sendo k ae een 
Ordinary and Deferred Shares and Stock. \Cescosateacen eee eee 


SEconD INDuSTRIAL Trust, Ltp.—July 30, 1924: 
Bonds, and Debenture and Guaranteed Stocks................-. 


Preference Shares and Stocks. 
Ordinary and Deferred Shares ‘and Stocks. . 


THe INVESTMENT TRUST CORPORATION, Ltp.—1922: 


Bonds and Notes of Railways in the United States of America, in- 
cluding Street Railways. . 

Guaranteed and Preference Shares of ‘Railways i in the United States 

Common Shares of Railways in the United States.. 

Bonds, Debenture Stocks, and Guaranteed and Preference Shares of 
Railways other than in the United States. . 

Ordinary Shares of Railways other than in the United States. . 


Total in Railways, including Street Railways. 

Bonds, Debenture Stocks and Guaranteed abe Preference Shares of 
other companies. . 

Ordinary Stocks and Shares of other companies. . 

Foreign and Colonial State and City Loans. . ‘ 

British Government Securities (£950,500 nominal). . 


Unitep States DEBENTURE Corporation, Lrp.—1922: 
Debentures and Bonds. . Cit eRe EEO EMCI ooh ee OSes 
Preference Stocks and Shares. . 
Ordinary Deferred Stocks and Shares. . 


Ordinary 
Shares 


182,851 
8,839 


677 
7,315 


56,081 
10,143 


48,039 


3135945 


40.29% 
17.42 
42.29 


100.00% 
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It is regrettable that for so many of the British companies 
figures are not accessible showing the spread of interests. Even 
if they were, any quantitative estimates would involve a labori- 
ous checking-over of unclassified investment lists. 

Toward the end of 1924 the list of holdings of the Interna- 
tional Securities Trust of America revealed 552 distinct invest- 
ments issued by 407 different organizations. These organiza- 
tions may be classified as follows:—45 railroads, 65 public 
utilities, 202 industrial companies, 52 foreign corporations and 
43 governments or governmental sub-divisions. Of these in- 
vestments 65% were bonds, debentures or evidences of indebt- 
edness, 29% were preferred stocks and approximately 6% 
common stocks. 


Basic Soundness.—It is a truism that investment trust 
management must consider not only the appropriateness of any 
proposed investment from the viewpoint of diversifying hold- 
ings but also from the standpoint of its essential soundness. 
This involves, among other factors, the consideration of book 
value in relation to market price, the dividend and interest 
record, and the circumstances accounting for any variations in 
such record. 

A friend of the writer, who carries immediate responsibility 
for the portfolios of several Edinburgh investment trusts has 
recently been making special studies of the implications and re- 
sults of our Railway Transportation Act; the real effects upon 
rubber output and price of the export restrictions imposed under 
the Stephenson scheme; and marketing problems in connection 
with Ceylon tea. His companies have been heavy purchasers 
of American railway shares and obligations, and are interested 
in rubber and tea plantations; but the most painstaking follow- 
ing of these commodities by no means relieves him of the 
necessity of protecting other avenues of approach to his port- 
folios. It cannot be too strongly emphasized that the invest- 
ments must be watched in the concrete, and that dependence 
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upon market abstractions and financial indicators, however 
scientific, is at best a second line of defense. 


Diversification and Efficiency.—It follows from this that 
the principle of distribution of risk, while the very foundation 
of investment trust policy, should not be carried further than the 
capacity of the analytic staff warrants. Beyond a certain point 
the minimizing of risk involved in scattering holdings may 
possibly be more than counterbalanced by the difficulties of 
efficiently wielding so complicated a portfolio. No human being 
working within ordinary limitations of time and energy can 
possibly give personal attention to more than a certain number 
of securities, although the advice of an alert and conscientious 
board of directors, and the organization of a competent statis- 
tical and research staff, may in the case of some investment 
trusts enable the managers safely to carry a very broad diversi- 
fication. 

In effecting distribution due attention should be paid 
to spreading the geographical risk, providing a variety of 
obligors, governmental and industrial, and assuming both pro- 
prietary and creditor positions by acquiring junior and senior 
securities. The political or other factors seriously affecting 
bonds or stocks domiciled in any particular country or issued 
in any currency will, however, in all probability influence in 
much the same way all types of security under certain broad 
categories. Forces which may be considered “bullish” or “bear- 
ish” in any commodity market or,industry will operate differ- 
ently only in degree among the main establishments providing 
these commodities or dominating these industries. Different 
phases of the business cycle will differently affect the claims to 
plant and goods represented in stocks, and the claims to money 
represented in bonds. In order to profit from these well known 
tendencies it is not essential to carry a confusing variety of 
investments, provided the various categories thus differently 
affected are adequately represented. 
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Criteria of Soundness.—The criteria of soundness applied 
by investment trusts in building up their portfolios are those in 
universal use. Asa rule, these matters are left to the discretion 
of directors and management, and no attempts are made to 
hamper the exercise of their judgment. In the United States, 
as might be expected in the early stages of what is for this 
country a new development, restrictions are frequently imposed 
with the object of increasing public confidence in the under- 
taking. 

Thus the trust agreement establishing the International 
Securities Trust of America, while necessarily leaving consid- 
erable discretion with the trustees, imposes in Article VI 
(Amended Declaration of Trust) certain investment restric- 
tions of an interesting character: 


(2) Upon receint by them, from time to time, of monies from 
any source for the account of the trust, the Trustees as soon thereafter 
as they may deem practicable and desirable shall invest in marketable 
securities all of such funds then available for investment. No securi- 
ties shall be purchased by or on behalf of the trust which shall not be 
eligible for acquisition by the trust under the terms of the Rules and 
Regulations which shall be adopted by the Trustees; and no securities 
shall be purchased unless: 

(a) Reliable information shall be obtainable with respect to the 
history, management, assets, earnings and income of the governmental 
authority, corporation or organization issuing such securities: 

(b) Unless the history of the nation or country in which such 
securities have originated shows financial stability and recognition of 
private property rights; and 

(c) The governmental authority, corporation or organization issu- 
ing such securities shall have been established for a period of at least 
four (4) years. 

The trust shall not purchase or otherwise acquire any of its Com- 
mon Shares, nor shall it purchase or otherwise acquire any of its 
Preferred Shares or any of its bonds or other evidences of indebted- 
ness except for the purpose of retirement and cancellation. 
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Furthermore— 


(s) From time to time, the Trustees shall sell and dispose of all 
securities within one year after they shall have ascertained that such 
securities would not then be eligible for purchase by them hereunder. 


Underwriting, and its Relation to Purchasing.—Before 
considering in the following chapter the problems of turnover 
in managing investment trust portfolios it will be useful to 
study a field of activity commonly developed among trusts in 
Great Britain and contributing materially to the soundness and 
yielding power of their investments. This is participation 
in underwriting syndicates, which, although as yet alien to 
most American investment trusts, constitutes a chief service of 
the British companies. 

Following the division of labor so characteristic of the 
British financial system, the commercial banks do little under- 
writing. It is commonly the practice for underwriting agree- 
ments to be made through groups of companies or prominent 
financiers having personal, if not official, affiliations with invest- 
ment trusts. The relationship enjoyed even by small com- 
panies with other trusts and financial houses, through their 
directors, secretaries, accountants or managers, gives them the 
advantage of combining underwriting fees with substantial in- 
vestment opportunities. On the other hand, their connection 
with several investment trusts gives certain British firms 
and individuals surprising power of participating in promotions 
and underwriting agreements. A glance at some of the groups 
of Section I, Appendix A, will illustrate this. Thus while doing 
essentially an investment business, these companies at the 
same time incidentally lend their combined underwriting sup- 
port to certain sound new issues. 


Underwriting Methods and Limitations.—This is a busi- 
ness, however,’ which is handled with great tact and care. 
On the one hand, it might prove disastrous to link an investment 
trust too closely with any issuing house or firm of ambitious 


Ch. 5] MANAGEMENT OF THE PORTFOLIO 97 


private bankers. The days are past when the majority of the 
latter would saddle companies in their orbit with worthless or 
undervalued securities, but the danger is latent in too close con- 
nections of the sort. On the other hand, the management of a 
British trust cannot always afford to refuse co-operation, if the 
underwriting offer is a reasonable one, well within the criteria 
of the trust’s participation. Knowing well the habits and 
standards of the several companies on his list of co-operating 
underwriters, the organizer of the syndicate may “put down’’ 
different investment trusts for reasonable participations as a 
matter of course, and refusal to accept the underwriting allot- 
ment in any case might involve the loss of further opportunities 
in the future. 

In entering the underwriting field the British investment 
trust is interested in more than its fee. It rarely guarantees 
its quota unless it is convinced that the security would make 
an acceptable investment in case it becomes necessary for the 
trust to act upon its underwriting agreement. In this event 
a block of the new issue representing the amount of its quota 
is purchased outright, generally without resort to bank borrow- 
ing, and is retained as an investment at least throughout the 
probationary period, or until an advantageous market is found. 
The great majority of issues of a kind attractive to trusts are, 
however, readily absorbed. Trusts particularly anxious to 
invest in what they consider sound new offerings, therefore, 
formally reserve the privilege of buying a certain proportion 
of the issue, and their orders are then entered in the usual 
way on the brokers’ books, and executed at what amounts, 
owing to the underwriting fee and the wholesale buying price, 
to a considerable discount. 


London’s Financial Hegemony Dependent upon Invest- 
ment Trusts.—Few students of London as a financial center 
realize the great contribution made by investment trusts, whose 
underwriting services have introduced an element of stability 
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into her market for higher grade offerings. Whether new 
issues not encouragingly received by the public are initially 
quoted at substantial discounts depends in large measure upon 
the pressure for collateral loans exerted by underwriters in 
the banks, and upon their haste in “unloading” at sacrifice 
prices. It is estimated that the greater part of capital required 
during the expansion of corporate enterprise in the United 
States in the early years of this century was supplied by col- 
lateral loans of banks, which made it possible for promoters 
and underwriters to carry undigested securities until they had 
won their way to settled places on the exchanges. The partici- 
pation of many investment trusts in London underwriting has 
lessened the risks in this form of business and contributed to 
the lower costs of flotation obtaining there,—a circumstance 
which has contributed in no small measure to the dominating 
position commanded by that market in pre-war years. 


Group Agencies Among British Investment Trusts.—One 
of the strongest agencies offering to investment trusts the ad- 
vantages of co-operative management and underwriting partici- 
pations is Robert Fleming & Company, one or more of whose 
partners are closely associated with each one of the different 
trusts constituting the group bearing this name (Section I, Ap- 
pendix A). This firm also serves as London representative of 
many Scottish trusts. Their senior partner, whose early affili- 
ations were with Dundee groups, is an originator of the invest- 
ment trust idea, and the part played by him in the development 
of American railways is well known in the United States: The 
first group of Section A comprises those investment trusts with 
which this firm is particularly concerned, and for whom they 
serve as eyes and ears in contacts with the financial world. 

The British Trusts Association, Limited, is an interesting 
recent development. It is a corporation whose shareholders 
are financial and investment trusts and whose ninety-two par- 
ticipating companies are kept advised of new promotions and 
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share underwriting fees. Its officials claim that the British 
Trusts Association will also be in position to assist its members 
in safely distributing their investments; and the combined 
strength of the shareholding companies is such that the Asso- 
ciation plays its part in underwriting many important issues, 
the nature of which is, of course, not always publicly known. 
The aggregate invested capital of the shareholding companies 
approaches £100,000,000—although the occasional connection 
of trusts with more than one group means that this is perhaps 
an over-estimate of the potential strength of the Association. 
Thus several companies of the first group of Section A par- 
ticipate in the British Trusts Association, although they also 
enjoy the services of Robert Fleming & Company. 

There follows a published statement of the purposes of the 
British Trusts Association : 


THE BritisH Trusts ASSOCIATION, LimITED, has been incorporated, 
as its name implies, for the purpose of enabling the various British 
Trust Companies to act together in the selection and acquisition of 
securities and as a central investigating organization. 

The Association, as its modest capital implies, has not been formed 
with the object of trading on its own account, but primarily of acting 
as a medium for the thorough examination of any issues and propo- 
sitions involving the provision or outlay of capital that may from time 
to time come forward, and particularly to negotiate to supply such 
capital to approved British concerns and enterprises. 


The pooling of the financial experience and influence of the British 
Trust Companies is a feature of inestimable value in securing the 
closest investigation and correct appraisal of the value and desirability 
of securities and propositions of a financial nature. 

It becomes more and more apparent that British finance apart from 
the Joint-Stock Banks, will be urgently called upon to support the 
efforts of British industry to regain and maintain its pre-eminent 
position in the world’s trade, and it is particularly in respect of issues 
which will assist to this end that the Association will play an important 
role. In addition the Association will be prepared to consider the 
purchase of blocks of suitable securities which for various reasons, 
such as liquidation of estates, may have to be sold, distributing them 
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amongst its shareholders and thereby preventing the great disturbance 
of values which would result if they were thrown on the market. 

The enormous power of the Trust Companies concentrated by 
means of the Association will carry great weight in leading and guid- 
ing the investment of British capital. In addition to this the com- 
bination brought about by means of the Association will provide a 
useful avenue for those seeking capital or the placing of securities by 
enabling them to address one central authority instead of each Member 
separately. 

If after careful scrutiny and investigation the Directors of the 
Association are satisfied that a business offers proper safeguards, and 
inducements, they will offer participations to the Trusts and Finance 
Companies comprised in the list of Shareholders of the Association 
and where necessary form special Syndicates to deal with propositions 
which may require further development before the issue of the final 
securities. 

It may also be anticipated that issues in respect of which public 
appeals are made and which are known to have been approved by the 
collective judgment of Members of the Association, will be more 
readily taken up by private investors. Further, by reason of the wide- 
spread activities of the various Trust and Finance Companies com- 
prising the Association a broader field of investors will be se- 


As the investment trust is itself a co-operative undertaking 
among individuals, so the British Trusts Association is an ex- 
tension of this co-operative principle among investment trusts. 
The issues which it brings out, partially underwrites, or pur- 
chases, often constitute profitable investments for the associated 
trusts, which are through this central agency better able to 
acquire further holdings, or to liquidate what they may have. 

The Association has grown rapidly since its organization. 
Starting with twenty members, it now has nearly one hundred 
shareholding trusts. Its issued share capital amounted to 
£18,000 in 1918 and has increased to £155,000 in 1924. Its 
balance sheets show an ever smaller proportion of assets as 
“cash at banks,” and the greater part of its working capital is 
now in securities, although the rate of turnover and the pro- 
portion currently used on collateral’ loans is greater 
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than for the typical financial or investment trust. Unlike the 
latter, its income is derived in the main from commissions and 
underwriting profits. Further sources of earnings are interest 
and dividends on investments, trusteeship fees, and profit on 
realizations. Dividends on its ordinary stock (there is no 
preference or debenture) have averaged rather more than 8%, 
minus income tax, since its organization. 


Résumé.—As described above, the British investment trusts 
and similar organizations have employed their capital of ap- 
proximately £300,000,000 (see pages 9 and 10) in such a 
way as to encourage foreign investments of far larger amount. 
They are obviously but one factor in the mobilization of British 
savings, but they are nevertheless a most important element, 
and certainly the principal agency by which the conservative 
British investor makes his influence felt abroad. 


GHAPTER2Y1I 
MANAGEMENT OF THE PORTFOLIO (ContTINvED) 


Static and Dynamic Points of View.—There are two 
points of view from which an investment trust portfolio may 
be regarded—its composition at any one time, and its changing 
composition from time to time. At any given time the invest- 
ments should in general conform to criteria mentioned in the 
preceding chapter; that is, they should be properly diversified 
and inherently revenue producing. But the managers of a 
trust ought not to let their vigilance lapse after shrewd initial 
investment, for diligent stewardship on their part calls for a 
gradual alteration in the composition of the investment portfolio 
even though the amount of capital remains stationary. In other 
words, the price at which the purchase of an otherwise eligible 
security is negotiated should not only afford reasonable return 
on the investment, but offer a fair prospect of economic profit. 


Turnover in Portfolio—The business of an investment 
trust is investing, rather than speculating, and its chief revenue 
is the current yield of its portfolio. For these very reasons, 
however, the kaleidoscopic phases of securities markets, vary- 
ing from time to time in the same place, and from place to 
place at the same time, should be constantly studied with the 
object of readjusting the investment position and bettering the 
investment return. The sale of certain securities whose price 
represents a substantial advance over cost may be regarded as 
profit-taking; or, the reinvesting of the principal and realized 
appreciation in the approved investment trust manner may be 
viewed as a shifting from lower to higher yields in the employ- 
ment of the trust’s capital. So also may be viewed the disposal 
of investments netting smaller returns in order to purchase 
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issues which yield more, other things being equal; but opera- 
tions of this kind may also be ascribed to the anticipation of 
profits in an ultimate resale of the newly acquired securities. 
From whatever angle we choose to view the turnover policies 
of investment trusts, it must be recognized that they are the 
very warp and woof of portfolio management. 


Individual and Investment Trust Estates Compared.—In 
these respects the problems of the investment trust are similar 
to those of any individual or organization having a large 
moneyed estate to supervise. The difference between a “living 
trust,” and what might be considered a ‘‘dead’’ one, is that in 
the former continual watchfulness guards against undue de- 
preciation among investments even though it may not be con- 
sistently directed toward readjustments on a higher level of 
return. Provided its holdings are intrinsically sound, the 
investment trust is less concerned than the normal investor 
or trustee, about temporary depreciation in securities held, 
for there is generally capital to invest at advantage in a 
falling market * and the net decrease at such times is little, if 
anything, in the interest and dividends from a widely diversi- 
fied portfolio. The comparative steadiness of the trust’s income 
in periods of falling security prices—especially notable when, 
as is usually the case, the bulk of the investments are bonds 
and preferred stocks—saves it from embarrassment at any 
point of the market’s gyrations. Unlike a marginal speculator, 
the trust is under no necessity of providing extra funds at 
unexpected “turns of the market”; its capital being derived 
for the greater part by sale of bonds and stock, and its activi- 
ties being confined to investment, an investment trust faces 


1The following is quoted from the Chairman’s remarks in the annual meeting of the 
Alliance Trust Company, Limited, at Dundee, April 17, 1925: patti 

“Turning now to our capital account, you will observe that in issuing the balance of our 
authorised capital, we have reached a natural period in the policy of capital expansion initiated 
in to2t. At the beginning of that year Stock Exchange securities had suffered very heavy 
depreciation, and this company had, in addition, to accept the fact that conditions in its mort- 
gage fields had become very bad, and that a period of increased arrears would have to be faced. 
One compensating factor, however, appeared to us to emerge, viz.: that as securities had sunk 
unduly, there was abundant room for the profitable use of money. We, accordingly, resolved 
not only to increase our borrowed funds, but to make an issue of new capital to the share- 


holders.”’ 
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no unforeseen demands for liquid capital and no lurking threats 
of forced liquidation. In other words, while it should act 
quickly to avoid dangerous depreciation or to cut an irrevocable 
loss, the investment trust, as will appear in the next chapter, 
is in a very different situation from a trading or financing 
company whose “stock in trade” is, so to speak, the securities 
on its shelves, and whose annual losses or profits must be 
determined on the basis of calculated current valuation. 


The Investment Trust’s “Bull” and “Bear” Markets.— 
These are the circumstances which enable the well directed 
investment trust to sail so smoothly through troubled financial 
waters. There is a sense in which the “bull” market is 
“bearish” for a trust, and vice versa. At a season when the 
public are buying in anticipation of continued price increases, 
the investment trust may sell and realize its profit; at a time 
when pessimism prevails and the market is being evacuated by 
he timorous, it may take up sacrificed values at attractive prices, 
knowing full well its ability to await the periodic return swing. 
These are legitimate, and in the long run, dependable business 
profits. They are the result of a careful analysis of recurrent 
stock exchange periods of distribution and accumulation, and 
are to be expected as the reward of constant investment super- 
vision. 

The investment trust should enjoy decided advantages over 
the commercial bank in profitable investment. The latter has 
scanty funds for acquiring bonds when demand for commercial 
credit is brisk, that is, when rising money rates would pre- 
sumably lower the quotations for interest-bearing securities. 
Conversely it is when trade is slack, capital is going into gilt- 
edged issues, and prices are buoyant, that the bank generally 
finds itself in position to increase its portfolio. Moreover, 
because of the many active international markets, an investment 
trust having wide buying connections will generally find profit- 
able opportunities to acquire new investments in one bourse 
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while it is liquidating old ones in another, on the general 
principle that the times during which “bull” and “bear” 
tendencies assert themselves in the securities marts of different 
countries by no means correspond. The fact that there is 
often a wide divergence between the prevailing “tone” in any 
stock exchange, and the dominant price tendencies of individual 
listed securities opens up endless possibilities of profitable buy- 
ing and selling in the same market at the same time. 


Detailed Study Required.—No investment trust should 
base its expectation of turnover profits purely upon a study 
of speculation and credit cycle generalities. It is a prob- 
lem, after all, of specific investments. If purchases are made 
with a view in each case of obtaining, as far as possible, an 
intrinsic or book value in excess of cost, opportunities will 
frequently arise for resale at a profit, irrespective of any reflex 
or sympathetic influence which general credit or monetary con- 
ditions may exert upon different securities. With any issue 
commanding an active market there is likely to be considerable 
spread between “high” and “low” over any period of time, 
and opportunities frequently occur for profitable turnover 
regardless of the prevailing tone of the market. 


Bargaining Advantages of the Investment Trust.—The 
valuation which a myriad forces of demand and supply create 
for any security at a given time is as much the result of indi- 
vidual miscalculations as of objective analyses. If an invest- 
ment trust buys an undervalued security and later disposes of 
it at a figure representing the intrinsic value, it profits from 
the mistake or need of the original seller; if the trust buys at 
a price consistent with book value and sells at an advance 
tantamount to over-valuation, it profits from the mistake or 
over-optimism of the buyer. In any case the investment trust, 
with its detached viewpoint and its skilled management, is not 
easily stampeded, and can more than “hold its own” in a market 
beset by innumerable conflicting forces. 
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“Business Profits’ in Investment.—Business profits, in 
addition to fair average yield on investment, are, therefore, 
as much to be expected in an investment trust as in any other 
field of activity. It is a truism that any successfully run 
establishment should provide the market rate of interest on 
capital employed there, and further earnings resulting from the 
exercise of managerial talent. The investment trust is no ex- 
ception to this general rule. 

Before examining in greater detail the problem of turnover 
in investment trust portfolios it may be well to recapitulate 
some of the foregoing by quoting a few passages from Pro- 
fessor Arthur Stone Dewing’s article in the Harvard Business 
Review, July, 1923, on “The Role of Economic Profits in the 
Return on Investments’ which expresses similar truths in 
different phraseology. Referring to the several elements enter- 
ing into the price of a security, Professor Dewing says: 


There is a certain component part represented by the pure interest, 
the riskless price of capital. .... There is also an amount repre- 
sented by the current market’s estimate of the risk of loss involved in 
the particular investment, an insurance premium to compensate for the 
possible loss of principal or interest. .... And there is, finally, a 
certain increment or profit which accrues to the investor who acquires 
an investment carrying with it a higher premium than the actual or 
mathematical value of the particular risk requires. This third element 
represents the reward of business or managerial skill in the selection 
of an investment whose intrinsic merit is greater than the market 
estimate; or, to phrase it differently, the real risk is less than what the 
market price gages it to be. 

Furthermore, in the light of this analysis the problem of invest- 
ment, considered as a business, narrows itself down to the selection of 
those investments which carry positive business profits. In other 
words, investment is a business like any other economic activity. Like 
a corner grocery store or a steel mill, it is subject to good and to bad 
management. If a fund is invested with skill—like the grocery or the 
mill—a true business profit will result, which, if not drawn out, will 
represent regular accretions to the fund, just as the profits of any 
business undertaking, not drawn out, add to its capital. 
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The importance of intelligently directed investment trusts 
in thus properly managing investments becomes clear in fur- 
ther excerpts from the same article: 


The application of this theory is dependent obviously on the control 
over funds of sufficient size such that individual losses may be com- 
pensated for by the aggregate premium reserves. This requires a con- 
siderable distribution among different industries and different issues of 
securities because the individual units of investment, such as thousand- 
dollar bonds and hundred-dollar shares of stock, are of considerable 
size. .... Investment distribution .... is... . the only practical 
means in the United States, for creating something approximating a 
balance between the certain losses and the aggregate of risk premiums. 
Some such balance has to be created before the profits or the losses due 
to the exercise of business ability show themselves. 


It is the same old story, long exemplified in all kinds of insurance, 
that the totality of chances must be of sufficient size so that the so-called 
law of averages, the strict mathematics of probability, takes the place 
of mere chance. .... Throughout this study we have been consider- 
ing investment as a business or a science to be conducted with the 
intention of devoting to it the study, care, attention to detail, and devo- 
tion that is required to make any business a success; in other words, 
we are considering the administration of the investment of funds with 
the explicit purpose of obtaining not only pure interest and such 
premiums as will balance the losses but also a positive business profit 
as well. These principles, however, apply only to investment on a 
large scale with this explicit purpose; they do not apply to the invest- 
ment of small personal funds..... 


Specific Application of Foregoing Principles—In order 
to give specific application to these principles, there may now 
be considered the several factors which, acting separately or 
conjointly, offer to the investment trust its peculiar oppor- 
tunities for realization profits. 


1. THe Ace Factor.—The cable address of a great 
London firm having much to do with investment trust manage- 
ment is “Fledgling Stock.’’ It is the practice among British 
trusts to acquire securities comparatively new or unknown, 
provided their analysis proves the “fledglings” capable of later 
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“flight.” Between the real value of some issues, and the esti- 
mate which an uninformed public puts upon them, there is 
occasionally a broad margin. Because the investment trust is 
par excellence a discriminating investor, it may often buy 
cheaply by subscribing at the time of the underwriting arrange- 
ments; or again, where an issue has failed and hangs on the 
guarantors’ hands, the opportunity occasionally comes to ac- 
’ quire lots at a substantial reduction from the figures at which 
the underwriters acquired them. This frequently happens for 
reasons not connected with the real value of the security, which, 
after a few months or years of nursing, may find its true level 
on the exchanges. 

Many issues have thus, either at the beginning or some time 
in their career, graduated from the investment trust portfolio, 
and left a substantial capital profit to their former owners 
when they became able to make their own way in the world. 
The investment trust has in this way been the chief means of 
infiltration into the United Kingdom of securities which other- 
wise the mass of investors would not have learned to handle. 
There is every reason to anticipate that American trusts will 
become equally serviceable in introducing foreign securities 
to our public, and in carrying new domestic issues until they 
ripen into full public approval. The gains accruing to them 
in this process will be a just reward for intelligent economic 
service. 


2. THE Distance Factor.—For investment trusts having 
international buying ramifications there is rarely a time when 
advantageous use cannot be made of capital obtained from the 
home or other favorable markets, in countries where compara- 
tive scarcity of loanable funds results in higher interest rates 
or lower security values. The origin of many British invest- 
ment trusts, in fact, may be traced to the substantial margin 
between home borrowing and foreign lending rates. American 
investment trusts and financing companies are now being organ- 
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ized to take advantage of the investment opportunities afforded 
by European, and especially German, industry and finance. 
Post-war scarcity of capital, especially in Central European 
countries of stabilized exchange, is one of the outstanding facts 
of this decade. 

International arbitraging has not eliminated, even in these 
days, the variations in yield offered by the same, or substan- 
tially similar, securities because of the differences in market 
valuation from one country to another. It is such conditions 
as the following, sketched in the Economist (London) of June 
20, 1925, which redound to the profit of investment trusts 
maintaining a watchful eye upon the principal world bourses: 


Investment Yields in London and New York—The greater the yield 
the greater the risk is a time-honoured proverb of investment finance; 
but on certain investments an increased yield may easily be obtained 
without varying in any way the security behind them, in some cases 
without changing even the title of one’s holding. The class of invest- 
ment referred to is foreign loans, and an investor possesses at present 
an opportunity of improving his income without additional risk on 
account of the different price levels existing in London and New York. 
Herewith is a table giving a comparison of certain foreign loans (A) 
in London and (B) in New York, with corresponding yields: 


A—London B—New York 
Yield Yield 

Price: La) Som Cs Price Plasmas 
Argentine 5%, 1909. 91 RRTB lO Argentine 6%, 1957. 064% 6 5 0 
Austrian 6%. . 7. 0432. 6. 10, 6 Austrian 7%....... 99 Fao 10) 
Chile 5%, 1911 (2nd) 87 O° Tero Chile 7%, 1042..... 1014 6 17 6 

Dutch E. Indies 88 57. 90% 5 00 Dutch E. Ind. 5 yy 70: 
German 7%........ 100% 6 I9 0 1953. Dee TOOSS aS an OO 
Norway 6%.. DP ALOS FI) German 7%. theisrarnartas 064% 7 5 0 
Seine 7%. .-. IOI G25 36 Norway 6%, 1952... 10034 5 19 0 
PreNE Se OUGS . oa ae 86 HP Oats Seine Von coi sac son 89% 8 3.0 
Pee MiaO gare wssacre 79 Fett SO 


The loans selected for purposes of comparison have behind them 
a similar standard of security, and are of approximately the same 
maturity. In some cases (e.g., Austrian, German, P. L. M.) the 
comparison is made between the London and the New York issues 
of the same loans. Prices are the higher (or buying) prices ruling in 
London and New York respectively at close of business on June 11, 
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1925, when this statement was prepared; yields are, without exception, 
redemption yields, and are calculated to the nearest sixpence. It will 
be seen that in every case it would be to the advantage of the investor 
to exchange from sterling into dollar bonds, and in some cases— 
Austria, Chile, Seine, and P. L. M.—the enhanced yield obtainable is 
very attractive. There seem to be few, if any, disadvantages in 
adopting the suggested conversion. 


3. Tue Crepir Cycte Factor.—Previous paragraphs 
have already sketched the position of an ably managed invest- 
ment trust in contrasted phases of the credit cycle. Not only do 
securities representing different types of issuers (governments, 
public utilities, industrials, and so on) react in varied ways to 
fundamental market undercurrents, but investment trusts may 
study with profit the behavior of junior and senior securities at 
different points in the cycle. 

It is interesting to observe that an investment trust was 
successfully launched in London in 1924 with the avowed 
intention of taking full advantage of changes in market value 
due to the periodical swings of the business cycle. It is worth 
while at this point to quote a few explanatory paragraphs from 
its prospectus (issued in January, 1924) : 


Tur INDEPENDENT INVESTMENT Trust, Lt. 


This company has been formed . . .-. to carry on the usual busi- 
ness of an Investment Trust company, aiming at obtaining a higher 
return on the capital employed than is open with safety to the individual 
investor, and also having special regard to certain principles of invest- 
ment which are now well recognized but have as yet been acted on in 
only a limited measure. It is now known that fluctuations in the rela- 
tive values of long-dated and short-dated fixed interest securities and 
also of fixed interest securities generally and of ordinary shares are 
all affected by the periodic credit cycle. Changes in the short period 
rate of interest affect the value of long-dated securities to a greater 
degree than should strictly be the case, with the result that considerable 
profits can be made by changing from one class to another at the 
appropriate phases of the credit cycle. Similar periodic changes also 
take place in the relative values of money on the one hand and of 
goods and real property on the other, which are reflected in the rela- 
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tive values of bonds and of shares, representing as these do respectively 
money claims and property, so that here also the same principle 
of changing from one class to another at appropriate times can be 
applied. 

The result of accumulated experience on these matters is to make 
it clear that the course of events is sufficiently regular to enable those 
who are in close and constant touch with the financial situation in cer- 
tain instances to anticipate impending changes in the course of the 
credit cycle. 

Whilst the directors will carry on the business of the Company on 
the stable lines recognized by sound Investment Companies, they intend 
in addition to avail themselves of the above principle by moving from 
one category of investment to another whenever the general situation 
indicates such a change to be advisable. This does not imply any inten- 
tion to adventure the funds of the Company upon investments which 
would not be considered suitable for a prudently managed Investment 
Company. Indeed, the policy of moving from time to time from one 
category of investment to another will require that the funds of the 
Company should in the main be employed in investments which are 
readily marketable, and which are among the leaders of their class. 
It will be the object of the Directors to create an organization which 
will enable the ordinary investor who is unable or does not desire to 
pay constant attention to his individual holdings to obtain all the advan- 
tages of close supervision of his investments. 


The distributable income of the investment trust being 
generally derived from revenue accruing upon its investments, 
rather than the profits of turnover, realization of such profits 
by the sale of securities in the investment trust portfolio is of 
varying importance from company to company and from time 
to time, as determined by general market conditions and the 
greater or less speculative composition of the portfolio. It is 
not always to redistribute investments upon a higher yield basis 
that the investment trust enters the market asa seller. At times 
it desires to evacuate an unsafe position, to minimize a probable 
greater loss by accepting an immediate smaller one, to with- 
draw from issues expressed in fluctuating or falling currencies, 
or merely to obtain funds for acquiring promising new issues, 
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or for covering disproportionate portfolio risks by buying secur- 
ities of other currencies or other markets. In all of these 
operations the credit cycle should be studied. 


4. THe Risk Factor.—It has been said that investors 
may be divided into two classes, those who pay too much for 
poor securities, and those who pay too much for good ones. 
There is no reason why the investment trust should enter either 
of these categories. The struggle for safety of capital has 
resulted in patently over-valuing certain “‘gilt-edged,” or “‘trus- 
tee” securities. The investment trust will as a rule avoid 
investments of this character, not only because diversification 
introduces the law of average in protection of principal, but 
because the element of risk in any security can be thoroughly 
probed, and a price paid for it—if it is purchased at all—which, 
when adequate allowance is made for pure interest return and 
premium against the particular risk involved, will offer a fair 
prospect of economic profit. 

The investment trust is, therefore, in an entirely different 
position from the savings bank, which under the laws of our 
several states must confine its investments to certain classes of 
“safe” securities. By affording safety in entirely different 
ways the trust diverts some of the demand which would other- 
wise be concentrated upon the “legals,” or “trustee securities,” 
but which is sufficiently potent in any case to make the latter 
generally a poor “buy” for investing companies. 

The following is quoted from Professor Arthur Stone 
Dewing’s article mentioned above: 

The opportunities for exercise of marked business ability in selec- 
tion of investments are less in the widely known than in little known 
securities. .... Or from practical points of view of exercise of 
business judgment, there is no group which, as a whole, affords so 


consistently poor investments as the so-called “legals” for New York 
and New England savings banks. 

It is distinctly unfortunate that American financial practice has 
not imitated at least the form of the English investment trust or cor- 
poration. Through the instrumentality of these investment agencies 
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the small investor is able to obtain the two important things almost 
always lacking in the administration of a small fund. He has the 
detailed attention of a man or men who make investment a business, a 
main intellectual and economic interest. He also obtains adequate 
distribution of risks no matter how small the principal of his fund 
may be. The nearest approach is the New England savings bank, but, 
unfortunately, officers of savings banks are chosen more for their 
respectability, family connections and age than for either business 
ability or knowledge of investments. Savings bank investments are 
also determined by arbitrary state laws, representing, for the most part, 
the vague and uncritical investment sentiment of the preceding genera- 
tion. 


The tendency to overvalue “trustee’’ securities is well illus- 
trated in the normal effect, upon current market valuations, of 
“splitting” stock into prior and residuary shares, and selling 
the former as a “‘trustee’’ security. This circumstance, treated 
more fully in Chapter XIV, is illustrated in the following quo- 
tation, from the Chairman’s remarks in the meeting of the 
“Railway Investment Company,” in March, 1925: 


We are, again, in this company, face to face with the fact that the 
London Midland and Scottish Ordinary stock with, as I believe, as 
good standard revenue income prospects, attached, however, entirely 
to one large consolidated stock, commands only 91% per cent, whereas 
London and North-Eastern, divided into three classes, one available for 
trustees, carrying 4 per cent, a second receiving a well-secured stand- 
ard revenue of 2% per cent, and a Deferred for the balance, com- 
mands 120 per cent. That great discrepancy is very apparent to us 
from our holdings being in the two railways. Our proposals are, as 
far as practicable, to rectify this by supporting the new large con- 
solidated trust, which will embrace our holding and that of others of 
London Midland and Scottish Ordinary stock, with income apportioned 
to three different securities 


The philosophy of investment trust buying is admirably 
summarized in the following excerpts from the Chairman’s 
address at the annual meeting of the “Investment Trust Cor- 
poration, Limited,” held in London on June 4, 1924: 
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We have, as I have said, in all 419 different securities. In the 
course of the 36 years of the life of the company we must have had, 
I suppose, one or two thousand. Next to none of them, excepting our 
war investment in Government bonds, have been what are known as 
trustee securities. To buy these does not require the intervention of 
an investment trust company. We run greater risks than in trustee 
securities, and continually strive to combine two things which are 
usually held to be incompatible—namely, high interest and good 
security. In a list of 419 such investments some unforeseen trouble 
may be reckoned as certain to arise now and then. 

I heard the view expressed the other day by the chairman of a 
leading trust company that defaulted securities constituted an item 
somewhat similar to a bank’s hidden reserve. They do not appear at 
all in revenue account, and in a capital valuation they appear at a 
very low price. On the whole, if they represent intrinsic values, they 
are likely to get better rather than worse, both from a revenue and 
capital point of view, as time goes on. But, in any case, we try to 
keep these irregularities as low as possible, while not forgetting that 
the central idea of an investment trust is to increase security and profit 
by a careful selection and a wide distribution of risks. 


Comparative Investment Value of Senior and Junior Se- 
curities—A number of recent studies have undertaken to 
analyze the comparative investment value over a period of years 
of common stock, preferred stock and bonds. For detailed 
analyses the reader is referred to studies made by students of 
the Harvard Graduate School of Business Administration, and 
referred to in the Harvard Business Review. Of significance 
are also the studies of Edgar Lawrence Smith, President of the 
Investment Managers Company, who, in a summary of con- 
clusions reached in his book “Common Stocks as Long Term 
Investments,” states that : 


In a study from 1866 to date, I have been unable to find any twenty- 
year period within which a diversification of common stocks has not, 
in the end, shown better results, both as to income return and safety 
of principal, than a similar investment in bonds. It was a surprise 
to me, for my studies were undertaken with the intention of proving 
the probable future advantage to be gained from bonds over stocks. 

This bond tradition, if I may call it such, was supported by experi- 
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ence up to 1897, when the purchasing power of the dollar reached its 
highest point. But the experience of investors in real estate mortgages 
and in mortgage bonds, with respect to a depreciating currency since 
1897 and a rising interest rate since 1902, raises grave doubt as to the 
justification of this tradition, with particular reference to personal as 
opposed to institutional investments. Because common stocks are 
regarded as speculative, they are omitted entirely from the lists of a 
great many investors. .... Well-diversified lists of common stocks, 
selected on simple and broad principles of diversification, respond to 
some underlying factor which gives them a margin of advantage over 
high-grade bonds for long-term investment. 


There is furthermore formulated by the same author the 
following: 
Law oF INCREASING STOCK VALUES 

rt. Over a period of years the principal value of a well-diversified 
holding of the common stocks of representative corporations, in essen- 
tial industries, tends to increase in accordance with the operation of 
compound interest. 

2. Such stock holdings may be relied upon over a term of years to 
pay an average income return on such increasing values of something 
more than the average current rate on commercial paper. 

In the selection of securities for investment, we must consider more 
than the expected income yield upon the amount invested, and may 
quite properly weigh the probability of principal enhancement over a 
term of years without departing from the most conservative viewpoint. 


There seems little doubt that if reasonable care is exercised 
to choose undertakings enjoying the prospect of increasing 
social demand for their products, and if participations are 
widely enough diversified, common stocks make a desirable 
investment in the long run. In the preceding chapter it has been 
seen that certain representative British investment trusts 
have from a very small proportion to as much as 40% 
or more of their investments in common shares. A number of 
American investment trusts practically confine their investments 
to common shares. (See Chapter XVI.) If it is asked 
why a greater average proportion of deferred stocks is not 
found in investment trust portfolios, it must be borne in mind 
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that trust assets are not immobilized, that variations occur in 
prices of senior as well as junior securities, and that stability of 
income may at any time be assured by a preponderance of bonds 
and preferred shares at the same time that full advantage is 
taken of market variations for the realization of capital profits 
in the course of profitable reinvestment. 


5. MisceLtLanEous Factors.—Examples might be multi- 
plied indefinitely of the ways in which investment trusts en- 
joy an advantage over the average buyer, whose operations so 
potently affect the markets. Strikes, political disturbances, ex- 
change fluctuations, and a variety of other factors are contin- 
ually causing erratic changes in market valuations, and the 
prospect of the investment trust’s gaining rather than losing by 
these random circumstances depends upon its holding power, 
foresight, and economic knowledge as compared with the gen- 
eral public. 


“Nursing Investments.’—Of importance is the peculiar 
capacity of the investment trust to take such steps in the pro- 
tection of its holdings as will translate into market values the 
enhanced earning power resulting from better organization. 
To quote one London authority: 

Since the boards of investment trusts are often behind the scenes 
in regard to what is happening to defaulting bonds and debentures, 
there are occasions when it is wise for them to purchase these silent 
securities for the sake of capital profit, which is sometimes a practical 
certainty within a comparatively short time. 


The investfnent trust is a strong bulwark for the present 
financial systeni; in that its interests always square with those of 
the individual purchasers of corporate securities. It cannot 
afford to leave unprotested any policy which it regards as un- 
sound, though its participation is so small that its activity is 
largely a matter of principle. The fact that it often holds more 
than one class of security in the same enterprise means that it 
naturally takes a broader view than the individual investor, and 
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is more inclined to “hold the balance evenly between the dif- 
ferent classes of capital.” This phase of the activities of the 
investment trust is at one with the principal functions of such 
bodies as the British Corporation of Foreign Bondholders and 
the Belgian Association Pour La Défense des wage: de 
Fonds Publics. 

A case in point arose in 1924 with the financial difficulties 
of a large Scottish warehousing corporation. The proposal to 
modify unfavorably the status of the preference stock, which 
was accepted in a nominal poll of the shareholders, was vigor- 
ously opposed by a representative of the Industrial and General 
Trust and other British investment trust companies, who ex- 
pressed himself to this effect at a special meeting of the ware- 
housing company, as quoted in the Financial Times of London, 
July 15, 1924: 

. . The interest of the trust companies which he represented was 
8,467 preference and 5,839 ordinary shares, so that as their ordinary 
shares cost them a premium, they had invested nearly the same amount 
of money in each class. They were fighting for the rights of all 
preference shareholders, present and future. 

The trust companies had no personal axe to grind. ... As the 
ordinary shares were practically valueless at the present time, both 
as to capital and dividend, the preference shares ought not to be forced 
by one block of ordinary shares to surrender for the benefit of those 
ordinary shares and for only a nominal consideration the large sums 
due to them in cash. It was the intention of those whom he repre- 
sented to apply to the courts for protection and up to date he had 
the written authority of some 700 shareholders to express their dis- 
approval of the scheme. They were pressing this opposition as a 
matter of principle with a view to preventing the perpetration of 
another scandal of a like nature on unsuspecting preference share- 
holders of other companies in the future. 


In thus carrying the matter to the courts the trust com- 
panies were in this case bearing the burdens and fighting the 
battles of the preferred shareholders, at the same time that 
they invited support from independent interests without cost 
or risk to the latter. 
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Advantages of Portfolio Turnover Recognized by Ameri- 
can Investment Trusts.—In view of the foregoing considera- 
tions, and following in this respect the universal practice of 
British trusts, American investment trusts,” almost without 
exception, leave considerable discretion to their directors in 
altering the composition of their portfolios. Pertinent quota- 
tions are here given from the by-laws or trust agreements of 
several : 


INTERNATIONAL SECURITIES TRUST OF AMERICA 
Amended Declaration of Trust 


ARTICLE [V 


Section 5. From time to time, the trustees shall sell and dispose 
of all securities within one (1) year after they shall have ascertained 
that such securities would not then be eligible for purchase by them 
hereunder. The Trustees, in their discretion at any time and from 
time to time, may sell and dispose of any securities belonging to the 
trust, and may invest and reinvest in accordance herewith the pro- 
ceeds received therefrom. 


TuHeE Bonp INVESTMENT TRUST? 
Declaration of Trust 


The Trustees shall have full power and discretion to sell, ex- 
change, transfer and convey from time to time, at public or private 
sale, any part or all of said Trust Fund upon such terms and con- 
ditions as they see fit, and the purchaser from them shall not be 
responsible for the application of the purchase money, and to invest 
the proceeds in the same manner and upon the same terms as the 
original fund. 


THE MorRISTOWN SECURITIES CORPORATION ? 
Certificate of Incorporation 


To such an extent as permitted to business corporations in the 
State of New York, and not otherwise, to purchase or otherwise 


*As_explained heretofore, the ‘“‘bankers share’ or ‘‘stock conversion’? companies,— 
Chapter XIV—are not classified in this work as investment trusts. 
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acquire, become interested in, hold, sell, mortgage, pledge or other- 
wise dispose of or turn to account or realize upon all forms of 
securities, including stocks, bonds, debentures, debenture stocks, notes, 
evidences of indebtedness, certificates of indebtedness, certificates of 
interest, commercial paper, mortgages and other similar instruments 
and rights, issued or created by corporations, domestic or foreign, 
associations, firms, trustees, syndicates, individuals, governments, 
states, municipalities or other political divisions or issued or created 
by others and to deal in and with the same and to issue in exchange 
therefor or in payment thereof, its own stocks, bonds or other 
obligations or securities or otherwise to pay therefor; to exercise in 
respect thereof any and all rights, powers and privileges of individual 
ownership or interest therein, including the right to vote thereon and 
to consent or otherwise act with respect thereto; to do any or all 
acts and things for the preservation, protection, improvement and 
enhancement in value thereof or designed to accomplish any such 
purpose and to aid by loan, subsidy, guaranty or in any manner 
those issuing, creating or responsible for any of such securities, all 
to such extent as permitted to a business corporation under the 
laws of the State of New York. 


INVESTMENT MANAGERS COMPANY ® 
Indenture 


ArtTIcLe ITI, Section I 

The Company shall have absolute control and management of the 
Investment Fund, except as herein otherwise specifically provided, 
and the Company shall cause the investment fund to be invested and 
reinvested from time to time as the Company may in its absolute 
discretion deem to be for the best interests of the Investment 
Fund. . . . subject only to the following restrictions. .... 


Size and Efficiency of Investment Trusts.—The brief 
discussion in this and the preceding chapter of the technique 
of investment trust management, will have suggested to the 
reader at several points the advantages of ample capital. Only 
if large funds are available for investment can underwriting 
be safely accepted, while economies in purchasing and sub- 
stantial profits in realization are often the result of large-scale 


3 For details concerning this and other American investment trusts see Chapter XVI. 
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buying. In any case the development and maintenance of an 
adequate managerial staff necessitates a considerable volume 
of capital if overhead is to be met on a reasonable percentage 
allowance for administrative costs (see Chapter IX). 
Nevertheless, the first thing one is likely to observe in pe- 
rusing the list of British companies is the moderate size of a 
majority of the investment trusts. Section II of Appendix A 
shows the average total outstanding capital of these companies 
to be only £1,200,000 in 1912 and £100,000 more ten years 
later. As compared with banks and industrial companies, this 
capitalization seems small for companies whose business is in- 
vestment, and the turnover of whose funds is as a rule com- 
paratively slow. Moreover, in quite a number of cases new 
companies have been organized when the time came further to 
expand capital after a certain size had been reached. This is 
true of such Scottish trusts as the Edinburgh Investment Trust 
(followed by the Second, and Third Edinburgh Investment 
Trusts), the Scottish Investment Trust Company (followed by 
the Second Scottish Investment Trust), and a number of 
others. There are several reasons why the administrative econ- 
omies of larger average capitalization do not seem to be more 
generally enjoyed by investment trusts in Great Britain. 


1. INTERLOCKING DIRECTORATES AND JOINT MANAGEMENT. 
—The grouping of the first list in Appendix A shows how 
common are interlocking directors and joint managers in the 
United Kingdom. One staff or one firm of accountants, in 
many instances, manages several trusts; for though these are 
legal entities, their offices and forces are merged. If a policy 
of active turnover is not pursued, one able executive can direct 
the work of the few clerks required for the routine. Where it 
is to the advantage of the trust to shift its investments, or where 
profits can be made on realizations, the most astute manage- 
ment is required. Even so, one or two secretaries or managing 
directors can exercise their skill for several companies at the 
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same time, especially if the needs of their investment business 
are similar. Thus numbers of British investment trusts are 
run with the economy of one, and though of modest size, they 
enjoy the advantages accruing from group management of 
their combined capital. 


2. TRUSTEE RESPONSIBILITIES OF DrrEcTors.—The smal- 
ler size of British trusts makes it possible for those responsible 
to stockholders to watch continually every aspect of the trust’s 
business. In many cases the direction is a personal affair, and 
the board is expected to keep informed of the general distribu- 
tion of the trust’s assets. Even a small capital is split into 
many investments. By making an executive of several com- 
panies responsible to different boards of directors, a pro- 
fessional management may be checked through the knowledge 
possessed by each board of directors of the investments of its 
own trust. In Scotland the creation of new trusts is also an 
appeal to the “canny” investor, who desires to distribute his 
risk in several legally independent companies. ‘Trustees are 
especially interested in the further security which this seems 
to afford. As touching security, however, such separation 
seems a legal fiction if the successive companies are under the 
same management; and the informed British investor dips into 
those companies whose personnel he has reason to trust, giving 
little attention to the foregoing factors. 


3. PROFITING FROM EXPERIENCE IN CAPITAL REORGANI- 
ZATIONS.—The chief reason for the splitting of capital into 
several companies among British trusts is frequently the desire 
to obtain new articles of association and thus to benefit by the 
experience of the parent company without altering its traditional 
policy. It may be thought advisable to change the conditions 
of investment (see Chapter V). In other cases, a readjustment 
of the ratio of common to preferred stock, or of both to 
debentures (see pages 46 to 48) is sought in the interest of 
ordinary stockholders. For instance, the Second Scottish 
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Investment Trust was organized to obtain a more favorable 
distribution of its classes of capital. In the original company 
the share capital is divided into 50% preferred stock and 50% 
deferred stock—while the borrowing power is limited to 50% 
of paid-up capital. In the Second company, the share capital is 
divided into 60% preferred and 40% deferred, and the borrow- 
ing power is 100% of the share capital. In the history of the 
Edinburgh Trusts, given in Chapter X, there appear the differ- 
ent policies pursued by the same management in the distribution 
of dividends, the creation of reserves, and the issue of bonus 
shares for the several companies of their group. Much has 
been learned in this cautious experimenting, made possible by 
the co-management of several trusts. 


4. IncrEASING Group CapiTaL.—The occasion for in- 
creasing group capital may be unusual opportunities for obtain- 
ing desirable additions to the investments, or the favorable 
position of the market from a borrowing standpoint, or both. 
The most convenient means may be offering debenture obliga- 
tions, or ordinary or preferred stock in a new trust. It is 
enough to note that in determining the means of selling its 
shares and the proportions of common and preferred to be 
issued, as well as the amount, maturity, redemption and offer- 
ing price of its bonds, the organizers must be guided not only 
by the prevailing capital market, but also by the prior experience 
of other companies of their group. 

Whether investment trusts will be organized in the United 
States under group affiliations resembling those of British 
companies, only time can tell. In Chapter XV the reader will 
find the germ of the group idea in one or two American de- 
velopments, especially the American Founders Trust, but it is 
the opinion of the writer that the average capitalization of 
American trusts will tend to be greater than that of similar 
British companies. 
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Duties of the Investment Trust Executive.—In concluding 
our bird’s-eye view of the problems of investment trust manage- 
ment, it may be useful to summarize the duties of the executive 
as they have been touched upon at various places in the two 
foregoing chapters: 

The investment trust management must follow not only the 
dividend and interest record of the investment trust’s holdings, 
but also the circumstances which account for changes in return 
on investments. 

The investment trust management should watch stock ex- 
change quotations and other financial indicators with a view to 
formulating “turnover” or reinvestment policies. 

The investment trust management must be prepared to take 
vigorous steps for the protection of any class of security held. 

The investment trust management must watch the issue of 
new and refunding loans with the intention of obtaining a 
certain amount of conservative underwriting and acquiring 
desirable investments at low cost. (This applies only in coun- 
tries like England, where investment trusts engage in under- 
writing. ) 

The investment trust management should recommend the 
means and the occasion for increasing the company’s capital, 
or altering its composition. 

The investment trust executive must, therefore, command 
unusual ability and experience. If efforts of the managers are 
to be effective, they should be granted discretion reflecting the 
great confidence which the directors impose in them. To this 
end, it is desirable that administration should be directly repre- 
sented upon the directorate. This is very often the case in the 
United Kingdom, and is the rule among American trusts, which 
thus enjoy greater flexibility in management. 


CHAPTER VII 


ACCOUNTING PROBLEMS 


Questions Stated.—Organizers of investment trusts in the 
United States will be confronted immediately with a number 
of accounting problems which not only concern sound adminis- 
tration but are also of considerable importance in determining 
the attitude of investors and the general public toward under- 
takings of this sort. Some of these problems are common to all 
business corporations, and others arise from the peculiar char- 
acter of an investment trust’s activities. Brief attention will 
be given in this and the subsequent chapter to a few questions 
which must be frankly faced, and the answer to which will in- 
volve reconsideration, in somewhat different terms, of the 
nature of investment trust activities and the precedents afforded 
by British experience. These questions are: 


1. What relationship should obtain between the market and 
the balance-sheet valuations of investment trust port- 
folios? How should the latter be determined ? 

2. Should profits on turnover be distributed? If not, how 
should they be accounted for? 

3. Is an investment trust justified in paying dividends at a 
time when the market valuation of its portfolio is 
shrinking ? 


In discussing these and related problems it will also be 
necessary to deal with certain other phases of investment trust 
accounting. 


Balance-sheet Figures and Market Quotations.—The first 
problem which presents itself is that of the relationship between 
the figures at which the trust’s investments appear in the pub- 
lished balance sheets and the actual market value of the same at 
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the time of audit and publication. Should these figures be a 
faithful reflection of current quotations? Do principles of 
accounting practice generally obtaining in American business 
apply with equal force to the investment trust, or are there 
special circumstances warranting departure from accepted 
policies? 

Although the investment trust gradually alters the composi- 
tion of its portfolio as conditions prove favorable, its securities, 
as stated in an earlier chapter, are in no sense to be considered 
as “stock in trade.”’ It is not primarily an issuing or dealing 
house; profits from turnover, although often very considerable 
and at times equivalent to a substantial increment in its income, 
are generally of secondary importance as compared with the 
dividend and interest yield. Diversification of the trust’s invest- 
ments makes this yield reasonably dependable, and perhaps in 
the majority of investment trusts it is alone sufficient to meet 
all ordinary charges of administration and to net a fair return 
to the bond and shareholders. Fluctuations in current market 
value, except in so far as these faithfully reflect changes in the 
earning power represented by its securities, are, therefore, of 
less consequence to the investment trust than to the security 
dealer or the financing company. 


Two Causes of Market Fluctuations.—For this reason it 
is useful to make a distinction in theory, if not in practice, 
between those general market factors affecting the values of 
all securities regardless of the earning power of specific stocks 
or the soundness of particular bonds, and those special factors 
taking account of these differing circumstances and thus affect- 
ing in diverse and often mutually offsetting ways, the variations 
in value of numerous items among the investment trust’s 
holdings. 

Among the former factors are longer term variations in 
interest rates, indicative of the relative abundance or scarcity of 
loanable funds, and under a sound monetary system con- 
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comitant in a certain measure with the succeeding phases of the 
business cycle. Here also should be classed those influences, so 
inscrutable as to nature, but so tangible as to effect, which the 
jargon of the market often calls a “general wave” of “opti- 
mism”’ or “pessimism” as the case may be. When accompanied 
by abundant funds for marginal buying, or temporary invest- 
ment, the “bullish” forces of public confidence cause many 
securities at times to rise even above the exalted level of their 
fellows, and to assume a market strength entirely unwarranted 
by their comparative earning power and book values. Exactly 
the opposite happens under reverse conditions. 

Among the latter factors, those reflecting intrinsic earning 
power, are not only the crude interpretation which the market 
makes of the condition and prospects of particular establish- 
ments, but also that complex of forces determining the public 
and professional estimate of the outlook for the entire industry, 
of which any corporation is likely to be but a small part. Also 
noteworthy are the occasional large fluctuations in quotations 
for foreign government bonds, utilities and industrials, owing 
to unsettled exchanges or to changes in public estimate of the 
solvency and good faith of the obligors. 

If in practice it were possible for the investment trust to 
distinguish accurately the relative force of these two sets of 
factors affecting the quotations for its securities, a set of prin- 
ciples could be more readily established concerning the connec- 
tion between market values at any time and the balance sheet 
entry opposite portfolio. As regards the first set of factors, 
little attention would need to be paid in the balance sheets to the 
long upward and downward swings in bourse quotations de- 
termined by money market or other extraneous tendencies, for 
the income of the trust would not in this case be appreciably 
affected, while the interest on its funded debt remains fixed. 


Profit from Depressed as Well as from Buoyant Markets. 
—lIt is true that a period of monetary stringency might reduce 
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the market value of its holdings to a point far below their cost, 
and greatly weaken the trust’s position if unforeseen circum- 
stances compelled rapid realization on its investments. It is also 
true that these conditions would render more difficult any re- 
funding at this time of its bonded indebtedness, and increase 
the cost of further borrowing. For these and other reasons note 
should in any case be made in the auditor’s report of the reali- 
zation value at current prices of the trust’s portfolio. Never- 
theless the trust, if properly managed, will not be confronted 
with the necessity of sudden or unexpected liquidation of any 
considerable part of its portfolio and proceeds of any new 
borrowing could find relatively profitable investment in a market 
of depressed prices. 

As it would be inadvisable to adjust downward the balance- 
sheet figures for investments under the conditions assumed 
above, so it would appear equally inadvisable to adjust them 
upward under the opposite circumstances of plentiful money 
and falling interest rates. In neither case is the income of the 
trust directly affected. Its capital position is relatively stronger 
when a buoyant market exists for its holdings; but in the final 
analysis an investment trust should benefit quite as much from 
periods of low security prices, when it buys at less than intrinsic 
worth, as from periods of high security prices, when it sells 
some of these holdings at more than their intrinsic worth. 
These are temporary conditions by which the trust should make 
considerable capital gains from year to year, by well planned 
purchases and sales, not only with reference to factors affecting 
values of all securities but also those affecting earning power 
of particular issues, and those influencing diversely the values of 
stocks (claims to participation in profits resulting from owner- 
ship of business) and bonds (claims to fixed annual payments 
on a capital sum). 


Tendency for Variations to Cancel Each Other.—To the 
extent, on the other hand, that changes in market values ac- 
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curately reflect present and anticipated changes in earning 
power, there is better reason, in theory at least, for the invest- 
ment trust to mark the balance-sheet figure up or down in 
accordance with current quotations for its investments. If it 
were possible to segregate the effects of this second set of 
factors, however, it would be found that in any investment trust 
enjoying wide diversification, the tendency would be for the 
fall in values of certain securities to be compensated by the 
rise in values of others. To the extent that increase in earning 
power were widely shared as the result of underlying business 
prosperity, stocks would tend to rise, while bonds might tend to 
fall. Moreover, random variations in values of stocks due to 
conditions in particular establishments, industries, or countries 
which they represent tend to cancel each other. 


Impracticability of Generalizations.——These generaliza- 
tions, while interesting from the viewpoint of investment 
trust theory, are of little practical significance in drawing up the 
balance sheet. Disentangling from the confused complex of 
market forces those factors which have been separately dis- 
cussed in preceding paragraphs is a task for the economist 
rather than the administrator, and it is not feasible to go behind 
the selling price of the securities for purposes of refinement in 
presenting investment trust balance sheets. Capital gains 
and losses, if realized, enter the current income and profit 
and loss accounts, from which the net resulting changes are in 
due course carried over to the balance sheet. If not realized, 
but merely foreshadowed by valuations of the portfolio, these 
hypothetical capital gains or losses, as the case may be, need 
only be registered in the balance sheet, provided, on the strength 
of them, a stock bonus is distributed, or capital or reserves are 
cut to permit radical downward readjustment. In view of the 
fact that the audited income and profit and loss accounts of the 
trust disclose the changes in its current position far more readily 
than the balance sheet, any ordinary fluctuations in the value of 
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the investment trust’s holdings should be mentioned in the 
auditors’ notes but not necessarily carried to the general table. 

In brief, balance-sheet figures for securities held by invest- 
ment trusts should not be higher than actual cost, and need not 
necessarily be as low as current market quotations. The extent, 
if at all, to which they should be below actual cost in case of 
unusual depreciation, ordinarily depends, as will be seen in 
following paragraphs, upon the policies of reserve accumulation 
followed by the trust. 


Ordinary Accounting Practice——The following quotation, 
from R. H. Montgomery’s “Auditing Theory and Practice” 
embodies the consensus of opinion among students of American 
finance, and briefly outlines the accounting methods required to 
give correct expression thereto. Several paragraphs are here 
reproduced in full, in order to permit an examination of the 
foregoing problem in the light of general accounting practice: 


If the net result of the year’s change in investments is a profit, it 
may be paid out in dividends; if the net result is a loss, it must be 
charged against surplus unless a reserve already exists against which 
the loss may be charged. The most conservative policy for the 
treatment of profits realized from changes in investments is not to 
credit them at all to the current income account, but to a special 
reserve or surplus account to provide for possible future losses on 
investments owned which cannot be foreseen at the present time. 
When profits on investments are treated as income, they should be 
shown separately in the income account. 

Each individual investment need not be written down to market 
value when there has been a fall in price. If the aggregate market 
value of all investments equals the total cost thereof, that is sufficient. 
Should the aggregate market value, however, be less than cost, it is 
preferable to credit the net difference to a fluctuation reserve rather 
than to adjust the book value of each individual investment. It is 
also preferable to show the fluctuation reserve as a deduction (“in 
short”) from the total value of the investments in the balance sheet, 
rather than as an item among the liabilities. This reserve is not 
an actual liability, but exists solely for the purpose of bringing the 
book value of investments down to market value. It is quite in 
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order to readjust the reserve from year to year to accord with 
changed market conditions. Care should be taken, however, that 
having treated reserves for losses or decreases in market values 
as an extraordinary charge in the profit and loss account of the year 
in which the reserves are made, that part of the reserves which is 
no longer needed when prices go up again, is not treated as ordinary 
income. 

The book value of investments should not be increased when market 
prices exceed cost unless the surplus arising from reappraisal is 
clearly segregated from earned surplus. The excess should not be 
credited to the ordinary income or surplus account from which 
dividends are paid, but should be credited to a special reserve or 
surplus account, since conservative accounting practice is against 
increasing asset values above cost. On the other hand, there can 
be no deception if appreciation in values is clearly shown on the 
balance sheet. Stockholders are sometimes deceived when securities, 
which have greatly appreciated in value, are carried at cost. 

Apparent increases in investment values by reason of rising market 
prices should not be treated as income until they have actually been 
realized by sale of the securities. It is important for the auditor 
to see that all profits on sales of investments which may be shown 
were actually realized, and that they have not been brought into the 
books by placing a higher value on securities received in making 
exchanges. So far as possible, the auditor should also satisfy him- 
self that no part of the profit shown is the result of “wash sales” 
or other transactions of a similar character. 


These concisely formulated principles are in general appli- 
cable to investment trusts, provided it is borne in mind that the 
most conservative practices suggested therein especially com- 
mend themselves to undertakings of this sort. To recapitulate, 
however, the question arises whether under any conditions an 
investment trust finding the “aggregate market value” of all 
its investments “less than cost’’ may fail “to credit the net dif- 
ference to a fluctuation reserve” without departing from sound 


management policies. The answer to this question lies in the 
following considerations : 


1. Whether in general the fall in market values is due to 
passing conditions whose effects may be reversed by the time of 
the next valuation, or is indicative of actual net decrease in earn- 
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ing power of investments or in security underlying the portfolio, 
due perhaps to insufficient diversification. 

2. Whether the fall in market values would prove heavy 
enough to threaten a considerable impairment of capital, surplus 
or reserves if liquidation of the portfolio were imminent. Tf the 
depreciation is considerable, other things being equal, caution 
suggests balance sheet provision for it by “writing down’”’ 
capital, reserves, or surplus, or in the manner suggested in the 
above quotation. 

3. Whether it is the consistent policy of the trust to accumu- 
late reserves by distributing considerably less than net income; 
and whether particularly the “profits realized from changes in 
investments” are customarily utilized as a contingent fund to 
“write down” cost of investments, or to enlarge the trust’s 
“special reserve or surplus account to provide for possible 
future losses on investments owned, which cannot be foreseen 
at the present time.” 


“Contingent Funds” of British Investment Trusts.—If 
the balance-sheets of typical British investment trusts are 
studied! it will be seen that the figure for portfolio is com- 
monly entered as ‘Investments at Cost or Under” or under 
some similar caption. The extent to which this figure is 
less than cost depends, however, not upon current valuation, 
if the latter is temporarily below cost, but upon the amount of 
the so-called ‘‘contingent fund” (really a concealed reserve) 
which is built up, year in and year out, mainly by the use of 
profits on turnover for this purpose. As British investment 
trust practice is uniform in this respect, and as there is much to 
be found, in the half-century of overseas experience in invest- 
ment trust administration, to commend this practice to us, a 
brief description of it will be in place at this point. 


Employment of Profits on Turnover.—The practice of 
crediting all realized gains on turnover to a “contingent fund,” 


1 For a typical balance sheet, see Appendix D. 
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‘inner’ or concealed reserve, or “suspense account for adjust- 
ing value of securities,” and of occasionally shunting to this 
fund as well a portion of the annual net income calculated on 
purely investment return, is one which has been followed with 
such marked success by the British investment trusts for several 
decades that the student will search in vain among the “profit 
and loss” or audited income accounts of the majority of them 
for any statement whatever of the amount of losses or of 
profits realized on changing investments. They refuse to assim- 
ilate the latter with other sources of income or to regard such 
profits as available for distribution in the form of dividends. 
These profits are in fact consistently reinvested. 

The following is quoted from a memorandum recently sub- 
mitted to the writer by a Scottish authority on investment 
trusts : 


No trust company of any pretensions whatever does other than 
carry its profits on realizations to a contingent fund or to a reserve 
fund. The “contingent fund” here is a phase of accounting which 
is growing stronger every year with trust companies. There are 
several cases where the strength of the contingent fund is never 
made known and is indicated in the balance sheet only by the state- 
ment on the assets side as of “investments less contingent fund.” 
This contingent fund is used for the debit and credit of losses and 
profits and in some cases is a fund of fairly considerable size. The 
tendency would be for young companies to adopt a similar process, 
and I believe this is being done. 


In the articles of association of British trusts a provision 
to this effect frequently appears, but whether expressly stipu- 
lated or not this practice is always followed. This is in spite 
of the fact that the courts permit accretions of capital, when 
realized, to be brought into the profit and loss account and dealt 
with accordingly. The reason for the practice is primarily a 
desire to accumulate reserves or surplus which will steady the 
capital account and leave net investment income free for distri- 
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bution. The gist of the matter appears in this quotation from 
the 1922 annual meeting of the Merchants Trust: 


CHAIRMAN: There was a change made recently in the accounts, 
following the practice of the other Trust Companies—those which 
we regard as the best. The difference of Profit and Loss sales 
of investments is now placed to a contingency account, the balance 
of which is deducted from “Investments at or under cost” as shown 
in the Balance Sheet. The difference was about £5,000. 


Mr. W. Mitcuett: Is that included in the Profit, sir? 


THe CHAIRMAN: Oh, no. It is a Capital Reserve; it is placed 
to a contingency account. It performs the valuable function that 
if you make a loss you have a reserve, against which you can charge 
it. An Investment Trust Company, unless it had such a reserve, 
would have a figure in its Balance Sheet—“Loss on realizations’— 
which might affect the nerves of some people. I do not think it ought 
to, but a contingency account avoids that. 


Double Defense Lines.—The British investment trusts 
therefore have two lines of defense, the reserves appearing in 
their balance sheets, equivalent to American reserves and sur- 
plus; and the “contingent funds,” or “inner” and concealed 
reserves; the former are accumulated for the most part by re- 
investing a portion of the net investment income, and the latter 
are chiefly the result of reinvested gains on realization. When 
funds are used to increase the balance-sheet reserves, the cost 
of the investments acquired thereby enters the balance-sheet 
item for portfolio. When they are reinvested in the “contingent 
fund,” the cost of securities so acquired does not enter the bal- 
ance-sheet figure for portfolio “at cost or under.” In this case, 
technically, the funds have been used “to write down the cost 
of investments” or to “write off depreciated securities.” That 
is, although the company’s holdings have been strengthened to 
that extent, the investments remain at the same figure in the 
balance sheet. This figure generally represents the actual cost 
of all investments held by the trust, minus the reinvested gains 
on turnover, or the “contingent fund’’; and therefore, has no 
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relation whatever to current market value. When losses are 
realized from turnover, the proper adjustments are generally 
made in the “contingent fund,” or a similar reserve. 


Contrasted Practices of Financing Companies.—As con- 
trasted with investment trusts, financing companies in the 
United Kingdom treat gains on realization as a source of 
revenue. They are lumped with interest and dividends in the 
current account out of which reserves are built and dividends 
paid. That being the case, allowance is frequently made in 
their profit and loss statements for current shrinkage in market 
values of securities, or vice versa. Whereas the directors of the 
typical investment trust, if they ascertain that the market valua- 
tion of their portfolio is somewhat less than the actual cost 
minus the concealed reserve, or contingent fund, content them- 
selves with reference to this fact in the annual meeting record 
ot the auditors’ report (although dividends are often affected 
thereby), the financing company is expected to make allowance 
for these facts in its balance sheet and profit and loss accounts. 


Illustrations from Profit and Loss Accounts.—The fore- 
going can best be shown by giving two or three typical profit 
and loss accounts. The first is for the British Empire Trust 
Company, a financing concern whose revenue is derived “mainly 
from the following sources: (a) interest and dividends from in- 
vestments; (b) trusteeships, registrarships and secretaryships ; 
(c) carrying on the business of an industrial bank, arranging 


the finance of industrial undertakings, underwriting and issuing 
new capital.” 


British Empire Trust Company 


Prorit AND Loss AccOUNT FOR THE YEAR ENDED APRIL 30, 1922 


Dr. Cr. 
& Sheds £ Sond. 
To General Expenses, By Trusteeships’, 
cardi chert Registrarships’ and 
gations of new busi- Secretaryships’ 
ness and adminis- f ee 


COS... ..-seeee0 15,782 @ 6 
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Dr. Cr: 
& Surah. £ s. d 
CrALlOR Meds okies Oe 17 Ade eee By Interest and 
To Directors’ Fees. . I,600 00 Dividends on In- 
To Audit Fees... ... R2G TOLL O vestments or Inter- 
To cost of removing est on Loans..... 68,889 I9 2 
to and fitting up By Adjustments of 
new offices....... 2,470) -OeLE Reserve for Depre- 
To Income Tax Re- ciation of Invest- 
SCPVE. cera. a c35 sts 4,468 oo ments after valu- 
To Corporation Prof- ing Investments 
its Tax Reserve... 1,822 0 0 now held at Low- 
To Balance, being est Market Values 
profit for the year at 30th April,1922; 
ended 3oth April, Commissions 
1922,carried down 71,468 14 5 eatmed elCse, cee LOLGU Ian Eo. OT 
£100,743 II 9 £100,743 II 9 


Industrial conditions not being then favorable, the earnings 
of the British Empire Trust Company for 1921-22 were mainly 
from fees, and interest on loans and investments. The third 
item on the credit side shows that the company considers itself 
obligated to maintain the capital account on the one part, but 
free to regard surplus reserve as current revenue on the 
other. 

The next profit and loss account is for a typical smaller 
financing company : 


NATIONAL AND ForREIGN SECURITIES TRUST, LIMITED 


Prorit AND Loss ACCOUNT FOR THE YEAR ENDED 31ST AUGUST, 1921 


Dr. Cr. 
£ Seid. £ Soa 
To General Expenses, in- By Dividends and In- 
cluding Office Rent, terest, 
Directors’ Fees, Secre- Profit on Sales of 
tary’s Salary, Audit Shares, etc......... 8,037 12 8 
and Sundry Charges. 1,958 5 8 By Registration Fees. . uae pe te 
To Discount on Deben- 
ture Stock Issue... .. 300) = 0180 
To Balancecarrieddown 5,781 4 0 
£8,039 9 8 £8,039 9 8 


The last revenue account to be cited is that of a typical 
investment trust: 
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Tue Seconp EpInBuRGH INVESTMENT TrusT LIMITED 


REVENUE ACCOUNT FROM 30TH SEPTEMBER, 1920, TO 30TH 
SEPTEMBER, 1921 


Dr, Cr, 
£ sid. & Side 
Debenture Interest, Dividends, etc., less Income 
Stock Inter- Taxis. bebo ae cass Pope octet OZ OAO ARS 
est paidand Profit on Realizations, 
accrued— CLOn oe et oe ee OES 
less Income Applied: 
gi 5 eB am 12,600 0 O In pay- 
Management ment of 
Expenses... 4,750 0 O expenses 
Auditor’s Fee iisy wilt Ce) in respect 
Net revenue of new 
for year, capital 
carried to issued... £61 6 9 
Appropria- In reduc- 
tion ac- tion of 
count....> 44,620 9 8 cost of 
Invest- 
ments.. 661 3 I 
————————— £722 9 2x0 
£62,049 4 8 —— £62,049 4 8 


In both cases above there appears “profit” on realizations. 
The Second Edinburgh Investment Trust merely shows this 
item here to give a complete record of income. It is at once ear- 
marked for “reduction of cost of investments,” and does not 
really enter the account. In practically no annual reports of 
British investment trusts is the amount given of profits or losses 
from changing investments, and this statement applies to the 
present practice of the last mentioned company, which has 
recently changed its profit and loss accounts to exclude any 
mention of such gains therein. A common practice is to make 
such a statement as the following in the annual reports of in- 
vestment trusts: ““The balance on change of investments in the 
year has been applied in writing down the book cost of invest- 
ments.” The reports of the Gas, Water and General Investment 
Trust, Ltd., which for the last year suffered a net loss on its 
change of investments, are unusual in that a published “Sus- 
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pense Account” reveals the gains and losses on turnover for the 


year in question: 


STATEMENT OF ACCOUNTS OF THE GAS, WATER AND GENERAL 
INVESTMENT Trust, Lt. 


For THE YEAR ENveD 28TH JANUARY, 1925 


Suspense Account for Adjusting the Value of Securities, Etc. 


Dr. 
£ Shares £ 
To Balance from last By Profit on Securi- 
Account......... 448,424 17 2 ties Realized. .... 1,379 
To Realized Losses By Balance carried 
on Investments... 057035 7 ao to next Account, 
being Losses real- 
ized and Amounts 
written off cost of 
Securities to date. 456,808 
£458,188 4 8 £458,188 
Revenue Account 
JBrp 
zg $2.0: £ 
To Interest on 4% By Dividends and In- 
First Debenture terest on Sundry In- 
rockin etree). 10,0000 10-0 vestments......... 20,942 
To Interest on Loan By Commission....... 245 
and Deposit...... 8625 10° 2 By Transfer Fees. .... 17 
To Directors’ Fees, 
Office Rent and Sal- 
AEICS Ey Baralsia =< os L, 75040) © 
Mo Audit Fees... %..% .. 73/5 10 80 
To Charges Account . £32169. 5 
Saincome Lax. ...... Tig 284 
To Corporation Prof- 
its Tax to 28th Jan- 
ATV ROA Se Sci 6s fe B8et 
To Balance, being 
Profit carried to 
Balance Sheet to the 
Credit of “B” De- 
benture Stockhold- 
Bis seb acyiut C 185257 et oesO 
£21,204 8 6 


S. 


Io 


14 
4 


Cr: 
d. 


4 


4 
8 


Cr. 
S. ds 


Won 


on 


£21,204 8 6 


Recapitulation—Factors of Safety in Investment Valu- 
ations—In the long run, any well-managed trust which thus 
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reinvests at compound interest all of its realized gains on turn- 
over (and perhaps a fraction of its net earnings calculated 
from its ordinary and continuing sources of income) will 
generally find the periodic revaluation of its investments con- 
siderably in excess of its capital liabilities. American invest- 
ment trust practice has not as yet been clearly established in 
this regard, although the investment trusts organized in this 
country to date reserve the right to distribute profits realized 
on turnover and regard such profits as a part of current income. 
The extent to which the estimated market value of portfolio 
exceeds the combined liabilities represented by capital, surplus 
and balance-sheet reserves depends in considerable measure, 
of course, upon the success of the investment trust in accumu- 
lating a large contingent fund, or concealed reserve. 

Stock exchange values may tumble until this concealed re- 
serve is more than used up, but no note need necessarily be taken 
of it in the balance sheet. In such a case the balance sheet 
reserve and surplus are a further element of safety protecting 
the common shareholders. On the other hand, if values are 
buoyant, the trust may transfer from its concealed to its balance 
sheet reserve ; or in other words, add to the “reserve” figure on 
the liabilities side and correspondingly mark up its “invest- 
ments” total on the assets side. Further appreciation in its 
securities may even lead to the distribution of bonus stock by 
the trust, and to the corresponding reduction of its “reserve” 
and addition to its “issued capital.” It is in this way that 
profits on realization are in a sense occasionally “distributed.”’ 
As the dividend rate is usuaily in such cases adjusted to the 
greater volume of outstanding stock, the recipient of the bonus 
shares gains little advantage, except from the higher selling 
price of his larger holding, unless a more liberal policy in 
distributing net income is adopted at the same time. 

In any case the consistent application of the more conserva- 
tive practices frees the investment trust from any obligation to 
keep its balance-sheet entries for investments in strict accord 
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with current valuations, or to make periodical allowance in its 
accounts for current shrinkage in investment values; while on 
the other hand it immeasurably fortifies the position of the 
trust's owners and creditors, and by gradually increasing the 
dependable net income, contributes to steady progress in raising 
the dividend rate. 


Current Valuation of Investments in Auditors’ Reports. 
—From this it must not be surmised, however, that the invest- 
ment trust is justified in withholding the results of its periodic 
revaluations from its owners, its creditors, or even from the 
general public. If the Scylla of tying a stable revenue pro- 
ducing portfolio to the changing valuations of the market must 
be avoided, so must also the Charybdis of misrepresenting the 
true position of the trust at any time by neglecting such con- 
siderations as the current liquidation value of its holdings. 

The London Economist comments thus in its issue of March 
22, 1924, upon the failure of British investment trusts to reveal 
the true current position of their capital account, and the dis- 
concerting lack of uniformity in methods of reporting their 
portfolio figures: 

Of course, it may be pointed out that the current value of these 
securities is not of paramount importance, that as long as the return 
from fixed interest securities remains unchanged, investors have 
little or no need to worry about changes in capital values. But we 
do not think that the implication here is sufficient for obscuring the 
true position of an undertaking. 


The following is quoted from the Chairman’s remarks in 
the annual meeting of the Investment Trust Corporation, 


Limited, at London, June 4, 1924: 


Dividing the subject, as we have often done, into two parts— 
namely, capital values and revenue results—I would say with regard 
to capital account, that, as the report shows, the market value of the 
company’s assets is some 2 per cent more than a year ago. The 
exact method of valuation, as I have more than once mentioned, is. 
with regard to the great bulk of our securities, namely, those having 
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a quotation in the official lists of London, New York, or other well- 
known stock exchange, to take the middle price, which, if you count 
stamp duty, brokerage, and jobber’s turn, is considerably less than 
we would have to pay to effect a purchase in the market. Of our 
total number of securities—namely, 419—there are 399 so quoted, 
leaving 20 stocks and bonds of a total market value of £195,887 not 
officially quoted. Some of these, though not listed, are fairly sale- 
able; for some we have obtained from brokers what they deemed fair 
quotations; a very few the directors have valued at what they con- 
sider safe prices. Altogether you may count on £5,280,000 as being 
the fair value of our investments. Not that we could in a day sell 
£5,000,000 worth of stocks and bonds at close market prices, any 
more than we could buy them at these quotations. That sum of 
£5,280,000 shows a value in excess of 7 per cent over the book cost. 
The report shows the different classes of security in which the funds 
are invested. 


The following quotation is from the Chairman’s remarks in 
the annual meeting of the Alliance Trust Company, Limited, 
at Dundee, April 17, 1925. 


I observe that the chairmen of other trust companies have been 
expressing somewhat divergent views on this subject of capital valua- 
tion. One authority indicated that depreciation of investments was 
of no importance to a trust company, as its stockholders were only 
interested in the amount they might receive in dividend. The chair- 
man of another company expressed his emphatic dissent from this 
line of thought, and his agreement with the dictum “take care of the 
capital and the revenue will take care of itself.” Now, there is 
no doubt that the chief object of an investment trust is the provision 
of a stable and increasing revenue, but the intimate connection be- 
tween this and a sound valuation is surely obvious. If on making up 
our accounts for the year we were to find that our revenue comes 
out at a satisfactory figure, but that a valuation of the bonds and 
stocks from which it is derived shows that their prices stand at an 
unsatisfactory level relatively to the conditions of the time, and that 
the percentage of the revenue to the valuation figure is therefore 
unduly high, we should rightly find in that a danger signal, and an 
indication that our revenue, if high, was unstable. An intelligent 
stockholder, therefore, must always be interested in the question of 
the annual valuation as well as in that of the annual revenue. In- 
deed, every stockholder may find his interest become immediate and 
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acute, because a prudent management faced with undue depreciation 
will at once turn its attention to remedying this by making con- 
tributions from revenue towards the writing down of the securities 
affected. It is also difficult to see how an actively managed invest- 
ment trust company can, in any event, fail to be interested in the 
prices obtainable for the securities which it buys. From every point 
of view, therefore, we are glad to report to you that our satisfactory 
revenue figures are buttressed by a sound capital valuation. 


Methods of Valuation.—In any case it is essential for the 
guidance of the directors that at least annual valuations be 
made. The difficulties of such valuations are generally less 
with investment trusts than financing companies, by reason of 
the greater proportion of the former’s securities which are 
listed on the exchanges. The United States Debenture Cor- 
poration, Ltd., for instance, reports 94% of its securities regu- 
larly quoted on the exchanges, while the Anglo-American 
Debenture Corporation reports that “of our investments 94% 
are publicly quoted, and only a small proportion of 6% are 
unquoted.” With publicly quoted securities, the valuation is 
generally taken at the midpoint of the day; for the unquoted 
securities a conservative estimate of realization value is usually 
made by or for the directors. Valuations thus arrived at for 
the entire portfolio should be given in the auditors’ reports. 
The tendency in the United States being toward greater pub- 
licity in the relationship of industries to the stockholders and 
the general public, it would seem wise for investment trusts 
to publish certain main facts concerning their holdings, if not all 
the details. The public interested in investment trusts should 
be sufficiently instructed to take these valuations for what they 
are worth, for by withholding them the dangers are incurred 
of loss of public confidence, or of temptation to carelessness in 
the management policies of investment purchase and turnover. 

With these safeguards the policy, described in the para- 
graphs quoted above from Montgomery’s book, of maintaining 
a “fluctuation reserve . . . as a deduction (in short) from the 
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”” 


total value of investments in the balance sheet,” while highly 
commendable, does not seem always essential to sound manage- 
ment under the conditions cited above, and for reasons already 
detailed. Nevertheless, even if this method of allowing for 
fluctuating values has been consistently followed it is not 
advisable for an investment trust to increase book value of 
investments “when market prices exceed cost’ despite the 
fact that the “surplus arising from reappraisal” may be 
“clearly segregated from earned surplus,” except, perhaps, in 
a very exceptional case in which it may be advisable to issue a 
stock bonus without utilizing ordinary or concealed reserves for 
the purpose. If invisible or concealed reserves are so used, or 
are converted into ordinary reserves, the investments would of 
course be marked up above their previous book value, but not 
above their market cost. If on the other hand merely the 
enhanced earning power of the securities were being capitalized, 
the book value or balance sheet entry for investments would be 
marked up beyond the cost of acquisition. 


CHAPTER VIII 
ACCOUNTING PROBLEMS (Conrtinuep) 


Payment of Dividends while Capital Is Impaired—The 
problems discussed in the preceding chapter suggest a further 
related question. Should dividends be paid by an investment 
trust while its capital is impaired? Is it advisable for an in- 
vestment trust to declare earnings on its common stock irre- 
spective of the current valuation of its investments, especially 
if such valuation discloses a realization figure less than the 
trust’s capital liabilities ? 

There are comparatively few exceptions to the general prin- 
ciple that dividends should not be paid when capital is im- 
paired or when such payment would impair capital. State 
laws are less specific on this matter than the standards of 
modern accounting. Corporation laws of some American com- 
monwealths state that a loss of previous periods need not be 
considered; of others, that dividends should be paid purely 
from surplus; and the statutes of a few states are silent. 

An amendment to the New York State laws, effective 
October 1, 1923, was evidently designed to maintain the 
integrity of the original contributions of capital : 


Any or all of the shares of any stock corporation, other than a 
moneyed corporation, may be issued without par value, provided there 
be included in its certificate of incorporation the following state- 


ments : 
1. The total number of shares that may be issued by the corpora- 


pe The number of shares, if any, which are to have a par value 
and the par value of each. 
3. The number of shares which are to be without par value, and 
A. The capital of the corporation shall be at least equal to the sum 
of the aggregate par value of all issued shares having par value, 
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Pls 6. teu-0 Maes dollars (the blank spaces being filled in with some 
number representing one dollar or more) in respect to every issued 
share without par value, plus such amounts as, from time to time, 
by resolutions of the board of directors, may be transferred thereto; or 

B. The capital of the corporation shall be at least equal to the 
sum of the aggregate par value of all issued shares having par value, 
plus the aggregate amount of consideration received by the cor- 
poration for the issuance of shares without par value, plus such 
amounts as, from time to time, by resolution of the board of directors, 
may be transferred thereto. 


Provision is made for transfers from surplus arising from 
stock dividends. In other respects the law, as amended, does 
not depart materially from the previous law—as to the dis- 
cretionary powers of the directors and stockholders relative 
to the values to be placed upon the consideration for which the 
shares may be issued. 

The attitude of American courts, lawmakers and account- 
ants is thus fairly summarized in Sullivan’s “Pennsylvania 
Business Law”: 


The directors of a corporation should not pay a dividend to stock- 
holders while the corporate capital is impaired. This is a fund which 
the creditors and others interested in the concern have a right to 
expect will be kept intact, as far as the uncertainties of business will 
allow. Even when capital is unimpaired, the directors have dis- 
cretionary power to determine not only the amount of all dividends, 
including dividends on preferred stock, but also the circumstances 
under which they may declare them. 


What may be sanctioned as sound practice for investment 
trusts in the different situations which may conceivably arise 
for this type of undertaking is, of course, a matter for the 
courts to decide when sufficient numbers of investment trusts 


have been operating in the United States to bring grist to our 
legal mills. 


Exceptional Status of British Investment Trusts—The 
Verner Case.—In this connection, however, it is interesting 
and significant to discuss in some detail the exceptional position 
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long enjoyed by investment trusts in the United Kingdom, as 
for more than a quarter century it has there been recognized 
that an investment trust may pay dividends, even though the 
value of its investments is dwindling. 

The sanction for this is found in what are known as the 
Lee v. Neuchatel series of decisions of the earlier Court of 
Appeal (Supreme Court of Judicature). These decisions are 
Lee v. Neuchatel Co., 41 C. D. 1; Verner v. General Com- 
mercial Trust (1894) 2 Ch. 268; and Wilmer v. Macnamara, 
(1895) a Ch. 245. These cases all deal with dividends payable 
at a time of depreciating capital, and interpret the requirements 
of the Companies Acts with respect to distributable revenue. 
Although somewhat discredited in the tone of later decisions, 
they have never been definitely reversed in appeal to the House 
of Lords. Their significance for investment trusts is most 
clearly seen in the Verner Case, in which the defendant is a 
trust company. The principles enunciated were not intended 
purely for investment trusts, however. The Verner v. General 
Commercial Trust (“General and Commercial Investment Trust 
Ltd.”) case arose from the friendly action of a stockholder 
who wished to ascertain whether an investment trust could 
continue to pay dividends when the investments in which its 
share capital was sunk showed depreciation below the par value 
of the stock. The Lord Justices affirmed an earlier decision 
that dividends could be paid out of returns from a trust’s 
investments even though the capital account showed impairment. 
This case was of the greatest importance at a time when securi- 
ties were so heavily depreciated, and permitted many companies 
whose investments were intrinsically sound to keep up a steadier 
rate of dividend. 

The legal subtleties upon which this decision was based are 
not easy to follow. In stating the above doctrine the Lord 
Justices were equally emphatic that dividends must not be paid 
out of borrowed money, or “capital.” “Capital” they define 
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as the funds put into the company by the preferred and ordinary 
stockholders : 


The broad question raised .... is whether a limited company 
which has lost part of its capital can lawfully declare or pay a 
dividend without first making good the capital which has been lost? 
I have no doubt it can; that is to say, there is no law which pre- 
vents it in all cases and under all circumstances..... But the 
provisions as to capital when carefully studied are wholly incon- 
sistent with the return of capital to the shareholders whether in the 
shape of dividends or otherwise, except of course on a winding- 
up. ... The main condition of limited liability is that the capital 
of a limited company shall be applied for the purposes for which the 
company is formed, and that to return the capital of the share- 
holders either in the shape of dividend or otherwise is not such 
a purpose as the Legislative contemplated. 


But there is a vast difference between paying dividends out of 
capital and paying dividends out of other money belonging to the 
company and which is not part of the capital mentioned in the com- 
pany’s Memorandum of Association. ... The capital of a company 
is intended for use in some trade or business and is necessarily ex- 
posed to risk of loss... . If, therefore, the company has any assets 
which are not its capital within the meaning of the Companies Acts 


there is no law which prohibits the division of such assets amongst 
the shareholders. 


A further distinction reaches the heart of the matter for the 
investment trusts. Dividends must be paid out of “profits.”’ 
Profits mean an excess of income in the ordinary course of a 
company’s business over the outlay required for such income. 
A company’s “circulating capital” * is continually being used 
up in its daily profit-getting, and unless it is fully maintained 
there are no “profits.” Therefore, although loss or deprecia- 
tion of “fixed” capital need not affect the profits, loss or 
depreciation of “circulating”’ capital must be taken into account. 

The ridiculous distinctions to which such a doctrine, if 
rigidly applied, might lead may be illustrated in the case of a 


_ | Circulating capital in this seuse has been defined by Palmer (ibid.) p. 221, as— Capital 
which performs its whole office in the production in which it is engaged by a single use, e. g., 
the goods which the merchant has for sale, . . . the horses of a horse dealer, etc.” 
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mine, which has been purchased by shareholders’ money. In 
taking out coal its veins are being rapidly exhausted, but no 
depreciation fund need be maintained. Dividends cannot be 
distributed, however, without full allowance for fuel used up 
in drilling, tools worn out by use, etc. It is a question whether 
we would class engines, tracks, etc., in this case as “fixed” or 
“circulating” capital. British companies, it might be added, 
generally ascertain their profits by strict business methods and 
do not take advantage of the power which these decisions would 
seem to give them to “inflate profits at the expense of capital.” 

Now the Court finds that the articles of association of 
the investment trust “are so framed as to authorize the sinking 
of capital in . . . stocks, funds, securities and the payment 
of dividends out of whatever interest, dividends or other in- 
come such stock, funds and securities yield... .” It is nota 
company “formed for the purpose of buying stocks, shares 
and the like to sell again” ; and its business is not primarily “to 
make profits on such resale.” The investment trusts, according 
to the opinion of Lord Justice Kay in the Verner case, “buy 
stock shares and the like, and they have power to sell and 
change them. But they buy as investments and do not look to 
the sale as the source of their profit.”” In the above is found 
a clear separation of the investment trust and the financing 
company. The investments held by the former are virtually 
its “fixed capital.’’ The investments held by the latter are its 
“circulating” capital. In fixing its dividend the investment 
trust is not compelled to allow for depreciation in the value of 
its holdings ; but in calculating its profits the financing company, 
like any ordinary trader, should take a yearly account of all 
the capital employed in its business, allow for loss or deprecia- 
tion, and carry the balance to profit and loss. Upon examining 
the balance sheets and profit and loss accounts of financing 
companies it will be seen that there is an annual valuation of 
investments and other properties, that this valuation generally 
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appears in the published balance sheets if it is less than cost, 
and that, as a rule, dividends are only paid when capital is intact. 

To recapitulate, the Verner case decided in effect that, sub- 
ject to the articles of association, the net excess of current 
income over current expenditures of investment trusts may be 
distributed before depreciation in investments is made good; 
that, in contrast with financing and security trading companies, 
the investment trust might regard its holdings of securities as 
partaking of the character of fixed assets; and that, though 
sufficient assets must be retained to meet all ordinary liabilities, 
depreciation on fixed, or wasting, assets need not be made good 
before the payment of a dividend. This the Court maintained 
was good law, whether or not it was good economics! 

The economic principle underlying these earlier decisions 
was probably the fact that an investment trust, unlike a bank, 
an insurance company or a trading, financing and promoting 
company, is not subject to irregular or uncertain demands. It 
can anticipate the time when its borrowings must be refunded, . 
and it is certain of solvency as long as dividends and interest 
accrue from its holdings. In fact, the value of investments and 
the income derived from them often diverge, as earnings 
depend upon the year’s trading profits and stock exchange 
quotations look to the future. 


Generally Accepted Principles Not to Be Departed From. 
—Examination of the problem from a broad point of view will 
show the exceptional position occupied by the investment trust. 
Theoretically, the same considerations set forth above as justi- 
fying under given circumstances the exclusion from the balance 
sheet proper of current valuations of investments, would also 
seem to justify the uninterrupted payment of dividends at a 
time when the portfolio shows appreciable decline in market 
value. A well-managed investment trust is not required to 
liquidate at a period of falling security values; this is rather the 
time when it should take advantage of unusual buying oppor- 
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tunities. Again it may be remarked that unless the decline is 
due to a falling-off in earning power, or to an undermining 
of safety (factors not likely greatly to upset the calculations 
of a trust enjoying sufficiently wide diversification of risk), 
there is no urgent need of allowing this decline to affect the 
current dividend unless it is one of very substantial proportions. 
Even during the long period of drastically falling prices on the 
London Exchange in 1920 and 1921, the dividend rates of 
the majority of British investment trusts, including those whose 
capital seemed to be greatly impaired, maintained a surprisingly 
steady level. 

Nevertheless, if an investment trust desires to maintain an 
even or rising dividend rate regardless of any random or 
cyclical fluctuations in the computed values of its portfolio, it 
is advisable, if not essential, that the conservative practices be 
followed which are outlined in the preceding chapter. Reserves 
should be consistently accumulated by utilizing profits on reali- 
zations, and by allocating regularly a liberal proportion of net 
income to this purpose. Thus any theoretical considerations 
which might justify an ignoring of current valuation in de- 
termining dividend rates are fortified by a building up of 
reserve strength which will insure that even a considerable im- 
pairment in current realization value of portfolio will not go 
below the margin protecting capital. If such policies are not 
followed it is advisable for directors to consider very carefully 
from year to year the status of the capital account, and to make, 
if possible, full allowance for currently maintaining capital, 
as need arises, by deductions from net revenue taking prece- 
dence of dividends. , 

The following is quoted from a memorandum on the ac- 
counting policies of American investment trusts prepared by 
Nathaniel Bergman, of the taxation division of Lybrand, 
Ross Bros. and Montgomery: 


It must be admitted that there can be found very plausible rea- 
sons for the payment of dividends by investment trusts even though 
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the capital has been impaired. It can be reasoned that in effect the 
shareholder is making a personal investment in various securities, 
and it is superfluous to state that the individual investor regards all 
bond interest and cash dividends as income. Possibly the only excep- 
tion to this is where a prudent investor has purchased a bond at a 
premium and decides to amortize such premium by setting aside a 
portion of his interest as a return of capital... . 

But it is doubtful whether the American investor will invest 
readily in any security which does not provide adequate safeguards 
against the loss of his capital. If the above analogy is a good one, 
the logical answer is that the individual investor’s direct investment 
in, say, a manufacturing plant is maintained by adequate reserves 
for depreciation, obsolescence, etc. The investments by the invest- 
ment trust are the plant, and should be maintained intact. 


Conservative Practices of British Investment Trusts.— 
Although the distinctions introduced by the Verner case were 
considered of fundamental importance in the early development 
of British investment trusts, and were in part responsible for 
the conversion of several financing companies into investment 
trusts after the Baring crash and the troubles of the early 
Nineties, it is to the credit of British trusts that they do not 
as a rule take advantage of their favored position in these 
respects. As a matter of practice, they maintain liberal re- 
serves, voluntarily appropriate from current income or reserves 
to write off marked depreciation in their portfolios, and when 
the depreciation is due to other than temporary causes, even 
reduce or pass the dividend on their common shares. They 
thus tend to conform to accepted practice—a policy which par- 
ticularly commends itself in the United States, at least until 
longer experience with investment trusts in this country has 
demonstrated in what ways, if any, they may be safely set 
apart from other undertakings. 


Crediting Accrued Interest and Dividends.—There is one 
respect in which British investment trust practice is more 
conservative than would seem necessary or advisable in the 
United States. This is in the failure to take credit, in their 
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balance sheets, for accrued interest, even though such income 
is more than reasonably certain. For instance, the Chairman 
of the Anglo-American Debenture Corporation in the 1925 
annual meeting, (May 16) announced that: 


Ever since the formation of this corporation it has been our 
custom to accrue the interest on investments, and although for some 
years the revenue account has shown practically the amount of cash 
received owing to the fact that the amount accrued has not varied 
much from year to year, we felt that the time had arrived when it 
would be well to bring our accounts into line with the great majority 
of investment trust companies, who prepare their revenue accounts, 
so far as the receipts are concerned, on a purely cash basis. This 
explains the deduction of £15,111, which you will notice has been 
made from the balance brought forward from last year. 


This practice of not accruing interest has been explained 
in an article by Edward Maitland Campbell,” and there seems 
no reason to add any comments to the latter’s exposition: 


Another direction, in which conservative treatment of revenue has 
been found prudent, is in regard to accrued income. From an_ac- 
counting point of view, it is quite permissible to take credit in the 
balance sheet for interest and dividends accrued to date, though not 
yet paid, but this practice is apt to cause difficulties. When a security 
which has been paying interest suddenly defaults, the company not 
only has to forego the interest on the security for the year of default, 
but it has also to write off the interest, for which credit was taken 
in the accrued income account at the end of the previous year, and 
thus a double burden is thrown upon the revenue account of one 
year. On the other hand, when a company is first started, the 
revenue can be treated purely on a cash basis and taken credit for 
only after it has actually been received. This plan avoids altogether 
the necessity for having an accrued income account on the assets 
side of the balance sheet, though it reduces the first year’s revenue 
receipts. If, however, a company has once begun to take credit 
for accrued income, the account can be eliminated only by appro- 
priations from revenue. When this has been accomplished by 
appropriations from revenue over a series of years, the company has 


2"Some Management Problems of Investment Trusts,” Harvard Business Review, April, 
1924. 
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then an additional reserve fund of considerable size. Thus, for 
example, if interest were payable half-yearly on all the investments 
and all the amounts falling due monthly were exactly equal, the 
accrued income at any one date would be a quarter of the full year’s 
revenue of the company. If no credit were taken for this in the 
balance sheet, it would be equivalent to an “invisible” reserve fund, 
for on liquidating the company this amount of income would fail to 
be received. British investment trust companies have tried both 
methods of treating accrued income, and it is safe to say that the 
conservative plan, of taking no credit for this item, is now recognized 
as the wiser course. 


Questions of Taxation.—One very interesting distinction 
between investment trusts and financing companies in Great 
Britain, which is not likely to arise in the United States, is 
found in the fact that the Inland Revenue Authorities of the 
United Kingdom permit investment trusts to deduct profits on 
turnover from their taxable income, whereas financing com- 
panies must pay on their entire revenue, inclusive of such 
profits. This exceptional treatment arises from the universal 
practice of reinvesting gains on capital account and this is 
undoubtedly one consideration favoring the continuation of 
this practice. In the 1925 annual meeting of the London 
Prudential Investment Trust the chairman stated: 

Were we to treat as available for purpose of paying dividends the 
amount that we have placed to reserve account, we should auio- 
matically deprive ourselves of advantages enjoyed by investment 


trust companies in matter of taxation, and would become liable to pay 
income tax on that amount. 


The Scottish authorities, until recently, however, differed 
in their application of the same Income, and Corporation Profits 
taxes. In this respect the Scottish practice was akin to the 
American in that capital accretions were taxed as income. 
Differences of opinion existed among investment trust execu- 
tives of Scotland and England as to the advantages of each 
system. The English exemption was sponsored by the trusts 
at a time when values were rising and profits on sales con- 
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siderable. As capital losses cannot be deducted from taxable 
income if capital profits are exempt, the taxes payable by 
English companies were greater than they otherwise would 
have been during the recent years when securities were heavily 
depreciated, and foreign holdings were often sold at a loss to 
aid war finance. 

The Scottish trusts were, of course, permitted to deduct 
losses, and have derived advantage therefrom during and since 
the war. Losses must be realized to be deducted, and some 
companies north of the Tweed have been known to sell de- 
preciated securities before making up their returns, and to buy 
them back shortly after. Permission was given to Scottish 
investment trusts in the year 1923-1924 to adopt the same stan- 
dards as the English trusts in income tax reporting. A large 
majority of the older Scottish trusts, and all the new British 
investment trusts are now operating on this uniform basis of 
taxation. 

It was a common pre-war practice for British trusts to 
issue debentures and preference shares with a tax-free covenant. 
At the time of such issue a rate of only one shilling or so on 
the pound was contemplated. Although the income tax rose 
to six shillings and has but lately fallen to four, the interest 
and stipulated dividends on securities sold under these cove- 
nants have not been changed. A Scottish trust executive in 
referring to this, has recently complained to the writer of the 
different treatment accorded them on the American “tax-free” 
bonds in their portfolio. 

The domestic charge bearing most heavily upon British 
trusts was the corporation profits tax before its recent repeal. 
The burden of the latter, with the income tax on such part of 
the net revenue as was put into reserve, fell upon them, and 
made their accumulation of reserves a slower process than there- 
tofore. Investment trusts sought to escape this levy on limited 
companies by arguing that they were merely “conduits for 
capital.” It was then decided that they need not pay the tax 
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on dividends from companies already subject to it. It happens 
that railways and public utilities had been exempted for a 
number of years, and as trusts held heavy interests in these 
and government bonds, the corporation profits tax became a 
real burden. 


International Double Taxation a Serious Problem.—In 
fact international double taxation is a factor of the greatest 
importance to British investment trusts in the shifting of their 
investments from the United States to other countries, or to 
domestic issues (see pages 197 to 200). On numerous occasions 
British investment trust secretaries have complained to the 
writer of the uncertainties, delays, and apparent working at 
cross purposes of American income tax administration. It is 
stated that when assessments are on appeal, letters are received 
threatening seizure in lieu of immediate payment, and that final 
adjustments are not yet made for all earlier post-war years. 
There is more dissatisfaction with what is termed a cumbersome 
machinery than with the rates themselves. Domestic invest- 
ments are not subject to double taxation; and the degree of 
reciprocity worked out with the Dominions in income tax mat- 
ters is an incentive to invest there. Were the United States a 
borrowing country, serious attention would have to be given 
to removing artificial obstacles of this kind, in order that our 
industries might compete for foreign capital on equal terms 
with those in countries of lower income tax rates, or simpler 
procedure. Investment trusts organized in the United States 
will have to face this problem in their foreign investments, 
particularly in those countries where well-administered and 
burdensome income taxes prevail. 


Preparing Reports for Stock and Certificate Holders,— 
Among those American investment trusts which are not 
directly subject to the Federal income tax, there arises the ac- 
counting problem of instructing their stock or certificate holders 
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as to the amount of tax they are liable to pay on their pro rata 
share of the investment revenue and capital gains. 

The Bond Investment Trust, for instance, a Massachusetts 
common law trust not classified as an “association” for Federal 
taxing purposes * announces that : 


The Massachusetts Income Tax on. the investments of the Trust 
is paid by the Trust. The 5% income paid to certificate holders, 
who are residents of Massachusetts, is to them exempt from this tax. 

The Federal Income Tax on the investments of the Trust is not 
paid by the Trust. Each certificate holder is advised shortly after 
January Ist each year as to the part of the income on which a 
Federal Income Tax is to be paid by the holder. 


The Investment Managers Company announces on behalf 
of the holders of its investment trust certificates (certificates of 
beneficiary interest in the investment fund deposited with a 
trustee and managed by the company) that: 


The position of each Certificate Holder as to Federal Income 
Taxes now in force, is substantially identical with what his position 
would be if he held directly his proportionate part of the Investment 
Fund. 

An audit of the Investment Fund by a Certified Public Accountant 
of recognized standing will be made as of December 31st in each 
year and a report approved by the Auditor will be mailed to each 
Certificate Holder within sixty days thereafter showing in detail the 
securities held in the Investment Fund on that date and the sources 
of all income realized during the preceding twelve months. 

This report will also furnish each Certificate Holder with a 
statement of his proportionate share in such income from each source, 
in form to be used in his Federal Income Tax return. So far as 
may be practicable, it will show the amount of income derived from 
the Investment Fund which may be exempt from Federal taxation, 
the amount which may be exempt from taxation at the normal rate, 
the amount which may be reported as “Capital Gain” and the balance 
subject to taxation. 

All income derived from dividends on stocks held in the Invest- 
ment Fund will be exempt from present Normal Federal Income 


aac: 


3 See Chapter IL 
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Accuracy and Detail in Accounting Records.*—The im- 
portance of maintaining adequate accounting records is 
especially to be noted in the case of investment trusts, whose 
trustees, or directors, bear in fact, if not always legally, a 
fiduciary relationship towards share and bond holders. The 
direction should, therefore, err rather on the side of abundance 
than paucity of records, and unless sound reasons exist for the 
contrary, a liberal attitude should be taken toward publicity. 

Particular importance attaches to the record of purchases 
and sales of investments. The proof of such purchases and 
sales should be filed in such a manner as to permit of verifica- 
tion of additions to and withdrawals from the investments. 
In the case of bonds, mortgages, or notes, the record should 
always disclose clearly that portion of the purchase or sale 
price, if any, which really represents accrued interest. With 
respect to the purchase or sale of stocks a clear record should 
likewise be made as to whether the stocks are acquired or sold 
ex-dividend, this being fully as important in the case of stand- 
ard securities as the differentiation between the principal on 
purchase of bonds and the amount paid for interest accrued 
thereon. A complete and up-to-date record should be avail- 
able at any time of the totality of transactions in any holding, 
profits and gains being segregated to their several accounts, in 
order that the average cost of any investment may be readily 
ascertained. The importance of keeping a thorough record of 
purchases and sales of securities has been emphasized by the 
various state and federal tax laws, which have prescribed the 
basis of arriving at the profits or losses on sales of securities. 

The records should be very clear as to the amount of 
dividends and interest collected, or accrued, within the fiscal 
period; so also with stock dividends received. Although stock 
dividends are not considered income by the Federal taxing 
authorities, their status in connection with accounting for com- 

‘The concluding paragraphs of this chapter have been closely adapted from a report 


repared for the writer by Nathaniel Bergman, of the taxation division o 
Bros. and Montgomery. . i Lybrand, Gees 
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mon law trusts has a peculiar significance. In arriving at true 
income a question may arise as to what part of a stock dividend 
should be credited to income and what proportion should be 
considered as being applicable to capital. 

The journal should record very explicitly any adjustments 
made affecting the company’s financial position. If on occasion 
it should be considered advisable to make adjustments in the 
investment account with respect to any investment, as, for 
example, when the condition of a certain corporation warrants 
radical readjustment in the book values at which its securities 
were being carried, this fact should be set forth in such a way 
as to avoid any possible criticism. 

In closing the books at the end of any fiscal period, care 
should be taken that all accrued interest, and dividends which 
have been declared, are taken into account. An exception to 
this might be made on those cases where the condition of the 
companies indicates that such dividends or interest may not be 
paid. 

The various books to be kept will suggest themselves as the 
peculiar ramifications of the business are studied. There are 
certain records, however, which should be kept, and any de- 
tailed records may be built up around these fundamental ones. 
In the last analysis, the extent to which the records shall be 
maintained and safeguards introduced will be governed very 
largely by the indenture, articles, or by-laws. Capable and 
well-intentioned directors will assure themselves of sufficient 
completeness to permit certification by public accountants of 
the company’s financial position at any particular date, and a 
check of the transactions between fiscal periods. 


CHAPTER IX 


EARNINGS OF INVESTMENT TRUSTS 


Sources of Income.—The typical British investment trust 
derives its revenue from the following sources: 


1. The return on its interest and dividend bearing securities 
2. Fees for trustee, secretarial and registration services 
3. Underwriting fees 


As noted in the last chapter, ‘profits on change of in- 
vestments,” or “gains on turnover” are not regarded by British 
investment trusts as ordinary revenue, but are placed in the con- 
tingent funds. Nevertheless, these realized gains on apprecia- 
tion are often substantial, and they are enjoyed at one time or 
another by every British trust. 

Among American investment trusts, organized to this 
time, the straight investment yield, and the profits on turnover 
are the only regular sources of income, as underwriting has 
not yet been attempted, and the duties under (2) are handled 
by other long-established agencies. 


Investment Income.—This is by far the most important 
source of revenue for the investment trust. It is, moreover, 
owing to diversification in holdings and the predominance of 
prior lien securities in the portfolio, a very dependable one. 
In addition to the capital obtained by sale of preferred and 
common stock and bonds, many investment trusts, especially in 
Scotland, now secure funds cheaply on short-term loans and 
time deposits, and utilize this additional capital in purchasing 
shorter dated maturities (see pages 56 to 58). Furthermore, 
investment trusts can afford to employ profitably in this way 
the current income from their investments until the dividend 

158 
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dates, as the periodical and dependable nature of their payments 


permits reduction of their liquid assets to an insignificant 
ratio. 


Caution Required in International Comparisons.—In com- 
paring the earnings on invested capital of British and Ameri- 
can companies, caution should always be observed because of 
the fact that the former report only the investment yield (see 
pages 132 to 137), whereas the practice of the latter is not as yet 
differentiated from that of any financing company which in- 
cludes gains on turnover in its revenue accounts. It is singu- 
larly unfortunate for the student that English and Scottish 
trusts do not ordinarily report their “profits on change of in- 
vestments,”’ especially as this item is likely to be of considerable 
importance in well-managed American trusts (see Chapters 
VI, XV and XVI). 

A further circumstance of importance in comparing invest- 
ment yield on the holdings of British and American trusts is 
the general practice obtaining among the former of stating 
revenue, after deduction of income tax. Until uniformity is 
secured in methods of reporting income, and unless the com- 
parative burden of such taxes is taken into careful considera- 
tion, the income tax factor alone is likely to vitiate attempts at 
parallel studies of this kind. 


Investment Yields.—A study of the earnings and dividend 
exhibits of leading Scottish and English trusts given in Ap- 
pendix G reveals an average investment yield* on the port- 
folios of 6.21% in 1923-1924 and 6.30% in 1924-1925 for 
twenty-one leading Scottish companies, and of 5.66% and 
6.03% during the same two years for twenty-three representa- 
tive London companies. American trusts are of too recent 
origin and too varied type to permit compilations of this sort 


1 i ss revenue, less income tax. In the gross revenue item there are included 
other est rsh Cigaaified in (2) and (3) above, but the latter are so small as compared with the 
pure investment return that their inclusion does not materially affect the percentages on capital. 
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and the reader is referred to Chapters XV and XVI for detailed 
treatment. 

If these figures cited for investment trusts in the United 
Kingdom seem small, as compared with the investment yield 
which an American company might reasonably expect on a 
well diversified portfolio, it should be borne in mind that 
especially since 1914 the capital of British trusts has gone in 
larger ratio into domestic and government issues; that the 
rates of interest prevailing in Great Britain are still less on the 
average than in the United States; that the large amount of 
capital borrowed perpetually or for long periods, at 4% or 
thereabouts (see pages 49 to 53) has made possible liberal 
earnings for common shareholders despite an average invest- 
ment yield of 6% or less; and that the yield is substantially 
reduced by an income tax of four shillings in the pound. 


Miscellaneous Sources of Income.—British trusts often act 
as trustees for debenture holders of other companies, and render 
miscellaneous services classed under trust company activities 
in America. It is not customary, however, for them to accept 
trusteeships for private estates. From underwriting fees and 
charges for services of the former type investment trusts in 
London and Edinburgh occasionally meet all their office and 
general expenses. Unless underwriting profits are realized, 
they are not written into distributable income. For instance, 
if a company is required to take up a part of its quota, or if 
it chooses to enter a public subscription, the price which it pays 
is, of course, less than the public offer by the amount of the 
underwriting margin. In this case, however, the book profit is 
not credited to current income; but when the securities are sold 


again, the net profit (if there is any) is treated in the same 
way as all profits on realizations. 


Management Expenses.—In considering the expenses of 
investment trusts we are again compelled to rely mainly on 
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British reports, owing to the comparatively short experience of 
American companies. 


I. REMUNERATION OF DiREcTORS.—‘Founders shares,’’ 
as noted in an earlier chapter, are not found to any extent 
among British investment trusts, nor is compensation to 
directors or organizers commonly taken in the form of favor- 
able purchase options. Nevertheless, there is clear recognition 
of the wisdom of an adequate remuneration for directors, con- 
sistent with the amount of time and energy which the faithful 
performance of their duties requires. This remuneration 
frequently takes the form of annual lump sum payments under 
the item ‘“‘directors’ fees.” For instance, the Industrial and 
General Trust, for the year 1924-1925, reported expenditures 
of £12,500 under the head of Directors’ Fees; the Railway 
Share Trust and Agency Company reported £2,000; the Om- 
nium Investment Company, £3,675 (1923); and the Mercan- 
tile Investment and General Trust Company, £6,000. Another 
provision frequently found is to the effect that any amounts 
remaining from the percentage expense appropriations, after all 
administrative outlays have been made, should accrue to the 
directors. The Investment Trust Corporation for thirty-six 
years operated upon the following basis of management charge, 
which was fixed at the time of launching the company: 4% 
annually on the first £500,000 of capital, and %4% on any 
capital above that amount. All expenses, exclusive of legal 
costs and auditors’ fees, were met out of this fund by the 
directors, who retained the balance, if any, as their own re- 
muneration. In 1925 a lump sum of £2,500 was added to the 
above, which, in the words of the Chairman, “will enable us to 
meet further payments in connection with the running of the 
company, either to the directors or otherwise, that time may 
bring about.” It is of interest to note that the directors of 
British trusts are commonly required to possess a minimum 
amount of stock. 
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2. GENERAL ExpensEs.—The following provisions from 
the articles of association of the newly organized Second 
Guardian Trust (1924) are typical of allowance for man- 
agement expenses, and resemble the last-mentioned arrange- 
ments in the matter of directors’ remuneration. 


THe SECOND GUARDIAN TRUST 


For meeting the management expenses of the Company (as 
hereinafter defined) during every financial year, the Directors shall 
set aside out of the income of the Company for such year a sum 
equal to one-half per cent on the Company’s issued Share, Stock 
and Debenture Capital as at the end of such year, and so in propor- 
tion for any period other than a complete year for which the Com- 
pany’s accounts are made up; and no management expenses in excess 
of the sums so set aside shall be incurred by the Directors without 
the authority or sanction of the Company in General Meeting. 

Out of the sum so set aside in each financial year or period the 
Directors shall meet and discharge all the management expenses of 
the Company during such year or period including the remuneration 
of the Directors who shall be entitled to receive as their remunera- 
tion for their services during such year or period any balance of the 
sum so set aside remaining after payment of all the other manage- 
ment expenses, but so that the Company in General Meeting may at 
any time vote the Directors further remuneration for their services. 
Such remuneration shall be divided between the Directors in such 
proportions and manner as they may agree, and failing agreement 
equally. 

For the purposes of the foregoing Articles the expression “man- 
agement expenses” shall mean and include rent of offices, rates, sta- 
tionery and other ordinary office expenses, salaries of and remunera- 
tion to the secretary, managers, clerks and other employees, directors’ 
ordinary remuneration, and generally all ordinary management and 
administrative expenses and outgoings of the Company, but shall 
not include commission or brokerage payable on purchases, sales or 
changes of securities and investments, auditors’ fees, legal expenses, 
income tax or other taxes. 


3. BROKERAGE AND LecAL FrEEs.—Legal fees, auditors’ 
charges, and trustees’ fees on bond issues are frequently, if 
not generally, segregated from ordinary administrative ex- 
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penses, although in the reports of many companies the item 
“management expenses’ covers practically all outlays. Brok- 
erage fees are added to the cost of investments, or subtracted 
from the realization price, as the case may be. 


Ratios of Administrative Expense—In Appendix G the 
reader will find the actual management expenses of leading 
English and Scottish investment trusts, as compared with their 
outstanding capital. The percentage of such expense runs as 
high as 1% or over for a very few such companies, but the 
average is .44% for twenty-three leading London trusts and 
.38% for twenty-one Scottish companies. These low ratios of 
administrative cost are made possible by the group management 
characteristic of British trusts, which unites the capital of sev- 
eral companies and permits the same staff to supervise a num- 
ber of portfolios. Without a large initial capital, or a group 
arrangement of this kind, no newly organized investment trust 
should count upon so low a ratio of management expense. 


Expense Arrangements among American Investment 
Trusts.—lIt will be of interest to note here a few arrangements 
for administrative expense, and the remuneration of organizers 
and directors, which have been adopted by American invest- 
ment trusts. 

The International Securities Trust of America pays a small 
percentage of its gross income to its fiscal agent, the American 
Founders Trust, for services in managing the portfolio under 
direction of the former’s trustees. Trustees are paid the 
nominal fee for attending meetings of the board. Organizers’ 
profits are represented in options on common shares of the 
International Securities Trust of America, granted to the 
American Founders Trust in proportion to the amount of 
capital which the latter raises for the former, and under 
definitive restrictions as to their exercise. 

The Bond Investment Trust, which is managed by Harris, 
Forbes & Company (Boston) first pays the current rate (57% 
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at time of writing) on its “Certificates of beneficial interest,” 
and from the surplus the operating expenses are met, no maxi- 
mum ratio being fixed.. The Declaration of Trust reads: 


The Trustees may from time to time hire suitable offices for the 
transaction of the business of the Trust, appoint, remove or reappoint 
such officers or agents (including a Depositary) and also agents to 
sell certificates of beneficial interest herein as they may think best, 
define their duties, and fix their compensation. The trustees may 
employ one of their own number for special services to the Trust, 
and pay him therefor an amount in addition to his services as Trustee. 
The compensation of the Trustees as such shall not at any time 
exceed five per cent of the gross income of the Trust Fund, and one 
per cent of the amount distributed or conveyed upon final distribu- 
*ton or conveyance. 


The Investment Managers Company, which issues “invest- 
ment trust certificates’ against an “investment fund” de- 
posited with the trustee, and supervises the portfolio in the 
interest of these certificate holders, derives its compensation 
from the following three sources: 


(a) 1% on the face value of Certificates when issued, to be 
paid by the subscriber in addition to the amount of his 
subscription. 

(b) % of 1% quarterly on the actual value of the Investment 
Fund on the last day of each quarter. 

(c) 1% on the actual value of Certificates as of the date as 
of which they may be redeemed. 


In the prospectus it is also stated that: 


Neither the Company, nor its directors nor firms 
of which they are members, may have dealings in 
respect of the Investment Fund as principals in the pur- 
chase or sale of securities. 


The expenses of the trustee and auditor are paid by the 
Investment Managers Company, which also covenants to meet 
any costs in the preparation and sale of certificates, 


Ch. 9] EARNINGS OF INVESTMENT TRUSTS 165 


Dividends on Common Stock.—When allowance has been 
made for administrative expenses, for all incidental expenses, 
and for debenture interest and dividends on preferred stock, it 
will be seen by consulting Appendix G that the net available 
for distribution on common shares averaged, for twenty-one 
representative Scottish companies, 13.84% of outstanding 
common in 1923-1924, and 14.49% in 1924-1925; whereas the 
percentages for twenty-three London companies were 9.86% 
and 10.83% for the two years respectively. To quote from the 
London Times, whose compilations are utilized in Appendix G: 


This excellent result was largely brought about by the companies 
taking advantage of the opportunities offered from time to time of 
making judicious exchanges in securities. There are a number of 
short dated investments appearing in the published lists bearing high 
rates of interest, which will possibly have to be replaced by others 
returning lower rates, but the margin of safety represented by the 
undivided surplus ... should amply provide for this contingency 
without imperilling the rate of dividends at present paid or excluding 
the possibility of further increasing them. ... The debenture in- 
terest and preference dividends are covered about twice over, and 
these stocks constitute first class securities. .. . In view of the con- 
servative policy so universally adopted by these companies when rec- 
ommending and paying dividends, we regard the position of the 
ordinary stockholders as well secured. 


It is interesting to observe that the twenty-one Scottish 
trusts in question had available for distribution on common 
shares in 1924-1925 the sum of £1,062,398, of which £739,619, 
or less than 70%, was actually paid in dividends; for the pre- 
ceding year, £920,591 was available, and but £654,211, or 71%, 
was paid. The twenty-three London investment trusts had 
available for common, as the result of their operations in the 
year 1924-1925, the sum of £1,647,297, of which £1,174,993, 
or about 7114%, was distributed; in 1923-1924, £1,435,209 
was available and £1,054,090, or 7314 %, was paid out in divi- 
dends. Bearing in mind the universal British practice of rein- 
vesting gains on turnover, the reader will realize how important 
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among English and Scottish trusts is the policy of regularly re- 
investing at compound interest a substantial proportion of 
earnings. For the year 1924-1925 an amount was put aside 
from the investment yield alone, equal, in the case of the 
aforesaid Scottish companies, to 4.40% of the outstanding com- 
mon shares, and in the case of the London companies, to 3.117%. 
For the previous year the percentages were 47% and 2.62%, 
respectively. 

The policies of American trusts have not yet been clearly 
determined in the matter of reserve accumulation, but save in 
the case of the “stock conversion” or “bankers share’? com- 
panies (express trusts), prospectuses, trust agreements, and 
articles of association make clear the duties of the trustees or 
directors to accumulate such reserves as in their discretion 
seem advisable. The International Securities Trust of America 
binds its trustees to set aside annually a percentage of earnings 
accumulating as the “bond interest’ and “preferred dividend” 
reserve funds, and in addition reinvests a proportion of remain- 
ing net earnings. The conditions under which the “investment 
trust certificates’ of the Investment Managers Company are 
issued calls for a constant accumulation of reserves increasing 
at compound interest. 


Rate of Common Dividends.—Despite their ultra-conserva- 
tive policies of accumulating surplus and reserves, both 
balance sheet and concealed (but fundamentally for this very 
reason), the dividends paid by British investment trusts have 
been on the whole as liberal as any reasonable person could 
expect, bearing in mind the great steadiness of these rates, or 
their gradual increase, over any period of time. At least a 
dozen London companies paid 10% or over in 1924-1925, and 
eighteen or more Edinburgh and Glasgow trusts did the same; 
12% and over is commonly distributed, while at least two 
London trusts, and five Scottish companies gave 15% or over 
to their common shareholders in this year. The average divi- 
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dend on common shares paid by the Scottish companies listed 
in Appendix G was 10.09% in 1924-1925, and 9.84% in the 
preceding year; for the London companies listed in the same 
table it was 7.72% and 7.24% respectively. 


“Interim” and “Final” Dividends.—In studying dividend 
figures of British investment trusts great importance attaches 
to a correct interpretation of the percentages for “interim’’ and 
“final” dividends, and it is unfortunate that uniformity does 
not obtain among these companies in methods of reporting. 
Certain trusts, for instance, declare “‘interim’’ dividends at 
some time during the fiscal year, expressed as percentages of 
the amount of outstanding common stock, while at the close 
of the year a “final” dividend is voted, also expressed in this 
way. Regardless of the time at which the “interim” dividend 
has been declared, the entire dividend in such cases is easily 
computed by adding the percentages of two dividends. The fol- 
lowing appropriation account will make this clear: 

THE MERCANTILE INVESTMENT AND GENERAL Trust Company, Lrtp. 
Year Ended 31st January, 1925 
“B” REVENUE ACCOUNT 


Dr. Cr. 
£ Seed £ Sai a(t 
To Balance from “A” By Dividends and 
Revenue Account. 33,100 0 4 Interest, less In- 
To Interim Dividend come tax,in respect 
of 444% on the Or- of which the Com- 
dinary Stock, paid pany is not liable 
1st August, 1924, for Corporation 
less Income tax... 52,311 I2 0 Profits Tax. 7 05 223,970 i 7 
To Proposed Final By Balance from last 
Dividend of 74% EAE” A ake ey 81,547 It 2 


on the Ordinary 

Stock (making 

12% for the year) 

less Income tax... 87,187 Io o 
To Amount trans- 

ferred to Reserve 

WNecOuntck ic s55s).) $0,000." On 0 
To Balance carried 

forward, subject to 

Corporation Prof- 

its Tax (ifany)... 82,918 I0 5 


L205 750 reo £305,517 12 9 


SE 
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Among many other trusts, however, a different practice pre- 
vails in describing “interim” and “final” dividends. Both are 
expressed as equivalent to a certain annual percentage on the 
outstanding common, over the portion of the fiscal year covered 
by each dividend. As the “interim’’ dividend in such cases is 
usually declared at the half year, the rate of the total dividend 
for the year is computed by adding the two percentages and 
halving the sum. But care should be taken in this event to 
ascertain that the “interim’’ dividend covered only the half 
year. Another appropriation account will illustrate this: 


THE FOREIGN, AMERICAN, AND GENERAL INVESTMENTS TRUST CoMPANY, LTD. 
Account to March 15, 1925 


APPROPRIATION ACCOUNT 


Dr. Cr. 


Pe ose ds £8... 6) sed. £ s. d- 
By Balance from 


Last Account. 45,555 14 5 


To Interim Dividend 
at the Rate of 5% 


per Annum on De- 
ferred Stock paid for 
6 months to Septem- 
ber rsth, 1924..... 
Less Income Tax at 
BSOOGonotiehas e's 


18,750 
4,218 


To Proposed Dividend 
at the Rate of 10% 
per Annum on De- 
ferred Stock for the 
last half-year, mak- 
ing with above In- 
terim payment a 
Dividend of 7%% 
for the year....... 
Less"Income Tax at 

Ss COM are, 0 ecelscarehs 


37,500 


8,437 


To Amount Transferred to Capital Reserve Account 


I5 0 


14,531 5 0 


I0 0 
29,062 I0 o 


To Balance Carried to Next Account subject to Cor- 


poration Profits Tax (if any) 


Cee ee ves ee ese ewe 


£106,938 11 6 
—————s——s 


By Balance from 
Revenue Ac- 
count “B”... 61,382 17 1 


43,503 I§ O° 
22,789 21 


49,555 14 5 


£106,938 11 6 
———————— 


Dividends an Insufficient Criterion—It is perhaps par- 
ticularly true with investment trusts that the advantages accru- 
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ing to common shareholders are but partly expressed in terms of 
current dividends. Where, as in the United Kingdom, new 
issues of trusts are readily absorbed and frequently sold at a 
premium, prior subscription rights are a valuable privilege. 

Skilful administration will occasionally find ways of 
strengthening the trust always to the advantage of the share- 
holders; or of translating into more negotiable forms, without 
in any way weakening the trust, its salient features of strength. 
Let us say that common stock has been paying 15% for some 
time, and that this is a conservative distribution. It may be 
decided to segregate and mark half of the common stock out- 
standing as entitled to a steady preference dividend of 10%, 
the remainder enjoying what is left, which would presumably be 
at the rate of 20% upon the latter. Such action might im- 
mediately give a calculable market value to the newly created 
“preferred ordinary shares,” enabling the holder, by selling 
them, to withdraw the greater part or all of his original in- 
vestment if he desired to do so, without a commensurate sacri- 
fice of his share of the anticipated greater earnings of his 
company in the future. 

For instance, to cite a comparable example, the action de- 
scribed in the following quotation was taken in the interest of 
the common shareholders of a prominent Scottish investment 
trust, nearly two-thirds of whose portfolio is composed of 
American investments : 


Tue Scottish AMERICAN INVESTMENT ComMPANY, LIMITED 


SHARE CAPITAL.—Extraordinary General Meetings of the Com- 
pany were held during March and April 1924, when Resolutions were 
passed and duly confirmed, viz.: 


1. To increase the Capital from £2,100,000 to £2,800,000 by the 
creation of 700,000 Shares of £1 each, to be called “A” Ordi- 
nary Shares. 

2. To subdivide the existing 350,000 Ordinary Shares of £2 each 
into 700,000 10 per cent “B” Ordinary Shares of £1 each. 
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3. To authorize the Directors to capitalize the whole or any part 
of the Reserve Fund or undivided profits. 


On oth April last the Directors capitalized £400,000, being part of 
the Reserve Fund, in the form of 400,000 “A” Ordinary Shares of £1 
each fully paid. The new Certificates were issued to Shareholders on 
1oth April 1924. 


ReservE Funp.—This Fund stood at 31st 
December 1923 at .. ae ee me ores. oO fe) 
Deduct: Amount eieliced & as stated above 400,000 fe) fe) 


£550,000 fe) fe) 
Add: Sum transferred from Revenue Ac- 
COUNT eee er eels OS ame cif _ ies) fae ne ie es 25,000 ce) fe) 


Mokine ta Lota), OF \. +. ba ieuhn ne Berge fe) oO 


CoMPARATIVE REVENUE ACCOUNT FoR YEAR TO 31ST DECEMBER 


1923 1924 


Incomes eet eRe eats nin b Avs. do thane e okey AG eee £206,531 
Less: 
ietones Pale Sst Rei rg ee 3% ata seca OR oe Biante £ 33,469 £ 33,983 
PIXPONSES SME aL PEM tee Wee ce os sacs Sola days | t, ESaLOS 15,028 
ERIC OIE CAREC CN iirescre yore sisca hae oSiay Claas A Bice mee 65,479 66,833 
Preference dividend, less tax. .... 6. .ccas.eaenreso - 43,030 43,400 
Balance for Ordinary Shares. . ace cre ge ek Oy GUE £137,287 
£2 Ordinary Share Dividend, less tax, 18%... 96, 863 Bee 
10% “B” Ordinary Share Dividend, less tax......... oi 54,250 
“A” Ordinary Share Dividend, less tax. Fin eS. (15%) 46,500 
£ 22,378 £ 36,537 


To summarize the effects of the above capital rearrange- 
ments so far as the common shareholders are concerned, let 
us note that in 1923 the latter received in dividends on their 
“ordinary” shares of £2 par the amount of £96,863, being at the 
rate of 18%; that in 1924 they received £54,250 as a dividend 
on their new 10% “B” ordinary shares (into which their 
former shares had been converted on a basis of two to one), 
and also dividends of 15%, amounting to £46,500, on the newly 
created “A” ordinary shares, which represent the capitalization 
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of less than half the reserve fund, and which were distributed 
as a bonus to common shareholders. The entire dividend paid 
on common was therefore increased but £4,000 in 1924 as com- 
pared with 1923, but the owners of common stock profited con- 
siderably in the enhanced selling value of their holdings. 

Dividends alone are, therefore, at best a crude criterion for 
comparing companies, and they tell very little about the gains 
which the original investors have enjoyed. For them the 
important consideration is the actual cash paid for each share 
of stock. A ten pound share may represent fifteen or twenty 
pounds if reorganization has followed an earlier failure; or it 
may represent less than ten pounds of original capital if the 
company has issued bonus shares. 

Furthermore, the underlying value of stock is as much a 
matter of equity in case of winding-up as of current dividends. 
Though their principles of accounting are quite uniform, some 
British trusts are naturally more conservative than others in 
distributing net income, capitalizing reserves and allowing for 
depreciation in investments. Robert Fleming and Company, 
for instance, discourage the capitalization of reserves by issues 
of bonus stock. In Appendix G are also given the (London) 
Financial Times compilations of “Reserves and Carry For- 
ward” for the above-mentioned representative British trusts, 
as compared with their outstanding common stock. In some 
cases the former is as much as 150%, or more, of the latter 
(Alliance Trust, British Investment Trust, Northern American 
Trust Company, Metropolitan Trust Company); while the 
average is 43.96% for the London companies and 85.70% for 
the Scottish trusts. This equity has been consistently built up 
by shunting a portion of net investment earnings to reserves, 
even during those years when most liberal dividends were being 
paid. 

The calculation of net “break-up” value at any time for 
the common stock of these British trusts is, of course, a more 
complex process, for this is dependent not only upon the equity 
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position of common shareholders as disclosed by published bal- 
ance sheets, but also upon the difference between current values 
of the trust’s investments, and the amounts at which they are 
held in the accountants’ books. That these figures are often far 
apart appears in the next chapter; but since the portfolio is 
never held in the balance sheet at a figure in excess of cost, the 
calculation of “break-up” value at any time, and with refer- 
ence to current quotations, will in many cases produce a tenta- 
tive figure in excess of that resulting from analysis of the bal- 
ance sheet. How much excess, if any, depends upon the 
previous policy of each investment trust in accumulating con- 
cealed reserves, as well as the state of the stock exchange market 
at the time. 


Values and Yields of Investment Trust Securities.——As 
the British trusts have faithfully met interest on their de- 
bentures and the claims of preferred stock, the values of these 
securities have not had a different course than for any other 
similar high-grade investments. In general, the fixed interest- 
bearing issues reached their high mark before the war, and had 
quite uniformly fallen in value to the time of the general up- 
turn which, despite occasional recessions, has accompanied the 
post-war easing of money rates. They have long been below 
par because of the heavy income taxes. 

At the prices of the summer of 1925 debentures of the 
leading Scottish trusts netted an average yield to new pur- 
chasers of about 5%, and debentures of representative London 
trusts of about 545%. At the prices for preference shares, the 
average yield was about 5.30% on Scottish shares, and 5.40% 
on London shares. Scarcely more than two years have passed, 
in fact, since a certain prominent London trust decided upon a 
new issue of debentures. So strongly entrenched was this 
company, and so closely was its stock held, that the bond issue 
was offered at a yield practically equivalent to, if not a trifle 
below, the rate which British Government obligations were then 
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netting the buyers. When jocularly accused at one time of pre- 
suming to rate the credit of his company as equivalent to that 
of the Exchequer, the manager merely remarked, “But, finan- 
cially speaking, we have made less mistakes than the British 
Government!’ The entire issue was easily absorbed without 
underwriting or special effort. 

Ordinary stock of investment trusts generally reached the 
low point in price some time in the period 1915-1918, and has 
been climbing since. For a number of very successful trusts the 
bottom was reached in 1920-1921. The high mark is generally 
before the war—a circumstance largely due to the income tax. 
Despite the tax, however, the lowest quotation during the war 
for the ordinary stock of at least twenty trusts did not go below 
eighty pounds on a par value of a hundred, and in the case of 
ten companies the low quotation was well over a hundred. 

At the prices of the summer of 1925 the average yield 
on common stock of the Scottish trusts in Appendix G was 
only 5%, approximately the debenture yield, and about 4% 
less than the preference yield; while for the London companies, 
the average yield on common was about 5.9%. These sur- 
prisingly low yields for the Scottish companies especially reflect 
the strong reserve position of the trusts, and the public con- 
fidence which consistent and dependable dividend policies have 
created. The common shares of British investment trusts are 
among the highest priced and most tenaciously held deferred 
stocks in the United Kingdom. 


CHAPTER X 
EARNINGS OF INVESTMENT TRUSTS (Continvep) 


Analysis of Some Typical Companies.—In the preceding 
chapter the present earnings, dividends, and reserve strength 
of investment trusts have been studied, as well as the yield on 
their different types of capital. In this chapter the accounts 
of a few typical trusts will be reviewed in detail during the 
entire period of their existence, as only in this way can a clear 
understanding be gained of the investment trust as a “going 
concern.” An analysis will also be attempted of the dividends 
of some fifty-five British trusts during the last twelve years. 
Let us take for the former purpose the First and Second Edin- 
burgh Investment Trusts. 


Statistical Chronicle of the Edinburgh Investment Trust. 
—Column (1) of the table below * shows the net revenue from 
interest and dividends of the Edinburgh Investment Trust after 
all administrative expenses have been deducted, and the deben- 
ture and preferred stockholders paid. Column (2) gives the 
amount of this available fund which has actually been dis- 
tributed from year to year, and the dividend rate follows in 
column (3). Under column (4) appear the accumulating 
amounts which are carried forward from year to year in the 
revenue account, being composed for the most part of the net 
under column (1) which has not been distributed, used to 
“write off” depreciated securities, or shunted into the reserve 
account. Column (5) indicates profits from turnover of hold- 
ings, and the two following columns account every year for 
the use of the entire amount, either in the concealed reserve 


‘ Most of these figures are not official. They are computed from data which the writer 
has analyzed in the offices of the companies, and the arrangement of the table is the author's, 
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EDINBURGH INVESTMENT TRUST 


FIGURES TO NEAREST £500 


I 2 3 4 5 6 7 8 
Balance Balance 
Year of in- Distrib- Per- on Profits To de- 
come uted to | centage | revenue on preciation 
available | deferred of account | realiza- | account ec Reserve 
for dividend | carried tions | therefrom] “¢Te!rom 
deferred orward 
£ £ % £ £ 
AA Le BES al Reena ae aaa AR, Soe | (erases | OO Sea gee ts) Pemenetie 
Voc vs hoe 6,000 4,000 8 I,000 9,500 
PSOD a. wens II,000 9,500 7 500 2,000 
ne I2,000 8,000 5 I,000 500 
ee a 10,000 8,000 5 500 4,500 
EOO4 5s aes. 6,500 6,500 4 500 5,000 
OOS SE ot atic 4,000 3,000 2 I,000 2,000 
BOO scan clans 2,500 3,000 2 500 4,500 
(ty 6,000 5,000 3 I, 500 3,000 
#5080205. 5. 7,000 5,000 3 3,500 8,000 
ZROOcs «2%. < 9,500 8,000 6 5,000 4,500 
Ce 10,500 8,000 5 4,500 3,500 
POOL. unod ss 14,000. 9,500 8 5,000 B008 Fein 5 bale. 8,000 3,000 
CO ae 14,000 II,000 q 8,000 SAE GOO oS Scalins 14,500 15,000 
SOQOS ose cic 15,000 II,000 i 8,500 E7000: [os 255-08 17,000 | 30,000 
FOO es... 16,000 II,000 7 13,500 E000 Pascoe. eat I,000 50,000 
BOR es nic oe 15,500 13,000 8 13,000 SSO! see a. 8, 500 50,000 
1) Me 18,000 13,000 8 14,000 6) ROO Hon ate eres 18,500 62,500 
QO} caress > 24,000 19,000 Io 19,500 10,000 500 9,500 | 90,000b 
BOOS aid csiaic 35,500 19,000 Io 23,500 5,500 3 ySOG) | tag oe foe 100,000 
ROOG A. (.o-.0 =< 29,000 19,000 10 24,500 19,000 9,000 I0,000 | 110,000 
06. (ee 28,500 26,500 I4 20,500 28,000 18,000 10,000 | 120,000 
HOLE. «=:3-- 35,000 30,000 16 29,000 12,000 2,000 I0,000 | 130,000 
HOES Fos u u's 34,500 30,500 16 31,500 22,000 12,000 I0,000 | 140,000 
One Soe are 41,000 32,000 17 35,000 18,000 8,000 I0,000 | 150,000 
ZOEL. 2 seine: = 46,000 32,000 17 43,000 7,500 TSSOO WN ee onesie 150,000 
USER ects « 36,000 31,500 17 47,500 18,000 $8,006 | jen sanen 150,000 
TOTO herbi 0:2's 42,000 34,500 20 55,000 6,500 OF 3GONS sb esis I50,000 
ok i 48,000 30, 500 20 WAR IG Ae a cro He: 5 san ae Auadaeee oe 150,000 
SOT cats « <)vis 45,500 30,000 20 OOO dertater saciily ainceis dremaltisteieane es ticks 250,0008 
UG) ener 48, 500 28,500 20 39,000 1,000 OORT a crstetarantes 200,000d 
TOS0 S26 ac d<e 57,000 33500 20 42,500 2,000 BOOM etccca cs I00, 0006 
IQ2I......-- 53,500 33,500 Io 2,000 I,000 Ej BOO: Puc acess s 100,000 
GIO oka ais 43,000 33,500 Io 65,000 500 GOS PO keseaiene si 100,000 
ROEM Ue Ae 57,000 | 44,500 12 96, 500 Liat Sera Srin nosacners 100,000 


3 Expenses of new issue of stock deducted. 

b Partly from premiums on issues of new shares, _ : 

e From minutes of Annual Meeting, 1918.—‘‘In view of the proportion of the Company’s 
assets now invested in British Government securities, it is unnecessary to retain so large a de- 
preciation account . . . £100,000 has therefore been carried from that account to the reserv 

nd. . . There remains at the credit of the depreciation account the sum of £132,760... .” 

4 In this year a bonus was given to the ordinary stockholders of £160,000, distributed in the 
form of £64,000 in debentures, £58,000 in 444% preferred, and £38,000 in ordinary stock. 
In addition, the preferred stockholders received £9,000 as a bonus. 

The reserve of £250,000 of 1918 was, therefore, reduced to £81,000. To this £69,000 was 
added from the surplus revenue (column 4) and £50,000 from the depreciation fund, making 
the reserve stand at £200,000. __ as 

© To the reserve of the preceding year £120,000 has been added from the depreciation fund 
(not shown in the table). A bonus of £240,000 in ordinary stock has been distributed, reducing 
the reserve to less than £100,000. The difference is made up f.om surplus revenue. By this 
bonus the ordinary stock outstanding is increased from £340,000 to £480,000, thereby halving 
the dividend of the following years (1921-1922) (see column 3). 

t Profits on realization are no longer given. 
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(column 6), or in increasing the balance-sheet reserve (column 
7). The last column shows this reserve, i.e., the equivalent of 
reserve and surplus. Because so many items are left out of so 
compressed a table it must not be expected that the several 
columns will always exactly supplement each other. The foot- 
notes explain the recent changes in column (8). 


A Cardinal Principle of Investment Trust Management. 
—The chairman of the Edinburgh Company states that the 
secret of investment trust management is to avoid losses on 
holdings, and allow a portion of net revenue continually to ac- 
cumulate at compound interest. There are three factors of 
reserve power in the trust we are considering—the accumula- 
tions under columns (4), (6) and (8). Column (6) shows 
only that part of the contingent fund or concealed reserve which 
has been contributed by profits on realizations. Interest from 
the securities representing these funds enters the annual income 
statements and is more than returned in the margin regularly 
set aside for one kind or another of reserve. However, the 
Company in its earlier history was not successful in avoiding 
heavy depreciation of its holdings, an experience which it shared 
at this period with all other companies. 


Early Difficulties—The Edinburgh Investment Trust had 
hardly been launched before the Baring crisis broke over Eng- 
land. Precipitated by South American difficulties, this tremen- 
dous shaking-up of the British financial system left its effects 
in every part of the industrial world. Shadows of the London 
crash, coupled with too eager industrial expansion and a gov- 
ernment policy of monetary inflation, brought on the United 
States panic of 1894. As investment trusts were heavily 
involved in the United States, as well as in Argentina, they 
keenly felt the industrial stagnation of the early and mid- 
nineties. The dividend rate of the Edinburgh Company fell , 
from 8% in 1890 and 7% in the following year, to 2% and 
37% from 1895 to 1898. As compared with the preceding and 
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following years, the profits on realizations were scanty, and 
they were immediately used to write off certain depreciated 
securities. The reserve was reduced for the same purpose in 
1892, and two years after that it disappeared altogether, being 
more than used up to meet the losses of the lean period. - It is 
impossible to say whether the management would have been so 
conscientious in keeping the balance sheet figure on investments 
in line with slumping market values if the principles of the 
Verner case had been established at the time. At any rate no 
visible reserve reappeared until 1901, and the balance on 
revenue account made no appreciable advance until the late 
nineties. 


Remarkable Gains with Conservative Management.— 
From 1899 we follow an absorbing account of the way in 
which money may multiply itself by conservative investment. 
The Edinburgh Trust weathered the crises without once passing 
dividends, but the struggle of the nineties had taught it prin- 
ciples of management which were responsible for the unbroken 
rise in its dividends to the present time. The reserve grew 
rapidly, and the increasing profits on realizations were entirely 
used to augment it from 1901 to 1906. Similarly, the balance 
carried forward on revenue account showed a regular advance 
to 1918. In column (5) in the statistical chronicle there are 
reflections of unsettled conditions in 1904 and 1905, and again 
in 1907 and 1908, but from the latter year, and up to the out- 
break of the war, the capital profits were great enough to split 
between the “visible” and “inner” or “invisible” reserve. 


Building Reserves.—In the annual meeting of I910 we 
read that “In view of the reserves which have been accumu- 
lated, the directors consider that a greater proportion than 
hitherto of the interest and dividends received may be dis- 
tributed, and that profits on sales of investments should suffice 
for any further strengthening of the reserves.” The results 
may be traced in columns (1) and (2). To visualize the 
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meaning of this statement we must first place side by side the 
annual valuation of the Company’s holdings, and the figure at 
which these holdings appear in the balance sheet. Little in- 
formation concerning the former is disclosed before 1899, 
when the statement is made that “the usual valuation shows 
that the assets fully equal the capital.” Prior to that time they 
were probably far below. It may be assumed that assets as a 
whole show little or no depreciation in the period between 1899 
and 1908. In the latter year the directors again declare the 
capital is unimpaired. 

The following table shows excess of actual valuation over 
balance-sheet figures in the years after 1908: 


POOOM TE EAM ied sie a alos eed aa SOyOOS 
Ailes ogo gy ee ee Serco es re 150,000 
EE Wore tees aid a ns ays sg Wee Seber eas 150,000 
MOL ters cca. jks 2 avs.cioitvisboereeins eee we T SORGOO 
MODS NINE oe ee dkis cfews can dns ante oe 135,000 
POMP RET eee clei Wea este ts ttaetea | LAR OOO 
OMG preps kits o's,< o> Fis Bice Gee 30,000 
ROE OMA ae «els ess ste on Sctelennear eee I00, 000 
ROL oteewieid sie <a Geis ve wee ae 145,000 
POMS cet Merc Se alle © = iciaw ae Eten c) alae ie en ER 5 OOS 
TOLOM gee NG oak ooraree asia as hl OR eS 
BOSOM MEMES stasis cis < ciictn Spaccie seis 245 ,000 


Calculating Reserves.—It must be borne in mind that the 
total reserves are as much more than these figures, year by year, 
as the amount of (visible) “reserve” and “revenue carried for- 
ward” appearing in the balance sheet. These figures are the 
more remarkable when it is noted that in 1918 £100,000 had 
been carried to the (visible) reserve, reducing by that amount 
the above figure for that year, and converting an apparent loss 
of £10,000 in surplus valuation to an actual gain of about 
£90,000. The reasons for this transfer from concealed .to 
“visible” reserve are given in the third footnote to the table. 
Furthermore, in 1919 a stock bonus of nearly £170,000 was 
distributed, and in redressing the accounts to meet this increase 
in share capital, a further appropriation of £50,000 was made 
from the depreciation account (see footnote d). Similarly in 
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1920, an added sum of £120,000 was credited to the visible 
reserve from the depreciation account to permit of a distri- 
bution of £240,000 in bonus ordinary shares to the com- 
mon stockholders (see footnote e). 

If there is added to the excess valuation of the latte: year, 
which is £245,000, the figure for “reserve’’ appearing in the 
balance sheet of 1920 (£100,000) and the amount for “balance 
on revenue account carried forward” (£42,500) there is a total 
of nearly £390,000. This represents the difference between the 
entire outstanding capital of every kind (debenture, ordinary, 
and preferred) and the valuation at current prices of all the 
Trust’s holdings. In other words, the equity behind the common 
stock is the sum of this figure and the equivalent of the common 
stock (now £480,000), or about £870,000. This represents a 
“break-up” value of more than £180 for each £100 of common 
stock, notwithstanding the fact that the common stock has 
just been doubled by a bonus issue. To gain a correct view of 
the position of the original ordinary stockholder at this time, 
it must be borne in mind that the bonus issues referred to 
above increased the common stock outstanding from £200,000 
to £480,000, and in addition gave the shareholder a handsome 
block of debentures and preferred. The equity of £870,000 
mentioned above must be compared with the original investment 
of £200,000, from which it appears that every pound originally 
put in the ordinary stock has been nearly quintupled despite the 
high rates of dividend paid in the preceding twenty years. 


The War Chapter—and After.—So far the only unfavor- 
able effect of the war seems to be the heavy depreciation in 1915, 
which is followed by an extraordinary advance in values re- 
flecting the heday of war prosperity. The excess valuation 
keeps climbing until 1920. What follows is equally interesting : 


In 1921 the valuation is £70,000 less than the balance-sheet 
figure for investments 
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In 1922 the valuation is £40,000 less than the balance-sheet 
figure for investments 


The 1921 figure reveals a depreciation from the previous year 
of over £300,000 in investments—a tumble of about 187%. 
This fall can be accounted for in several ways. The policy 
of the Edinburgh Trust has been to invest considerable funds 
in common shares. The wise selection of these junior securities 
in part explains the high figure of 1920, when business was 
still booming. The slowing-up of production depreciated these 
holdings, though they are still in excess of cost. The principal 
shrinkage arises in Government bonds, of which this Company 
now holds large blocks, and fixed interest-bearing securities. 
The rise in interest rates attending the period of liquidation 
sufficiently explains the drop. 


Reserves to the Rescue.—The reserves were so strong, 
however, that in 1921 the capital was not only unimpaired, but 
a surplus remained amounting to over £90,000, i.e., the equity 
for the common stock is reduced to £570,000, which is £90,000 
in excess of the par value of outstanding ordinary shares. In 
1922 the depreciation had decreased to £40,000, and the equity 
stood at an amount of at least £600,000. The author was 
then informed by the directorate, however, that owing to the 
easing in interest rates and a better business outlook, the current 
value of holdings was at least equivalent to the balance-sheet 
figure. Assuming this to be true, the equity for the common 
stock was fully £640,000, which represented more than three- 
fold the original investment,” at a time when the stock was itself 
drawing a dividend of 10%. 

The uninterrupted dividend was due to the way in which the 
concealed or inner reserve absorbed a large part of the shock of 
heavy depreciation, and the revenue surplus and regular re- 
serves further cushioned the blow. Through the times of war 


* The original shares (18809) were issued at £10. After payment they were converted into 
preferred and common at a ratio of 6 to 4 respectively. In other words, for each £10 invested — 
the shareholder received £6 in preferred and £4 in ordinary. It is only in the latter that the 
pyramiding of values occurs. 
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peril and after-war adjustment the Company sailed serenely, 
and there is every indication that even better days await it. 
The dividend is now 12%, and in the report for the year ended 
March 15, 1925, the Directors state that the investments are 
worth over £340,000 more than the amount at which they 
appear in the balance sheet. 


The Second Edinburgh Investment Trust.—The Second 
Edinburgh Trust was organized in 1902 and is under the same 
management as the Edinburgh Investment Trust. The policy 
in distributing available income has been different, as will be 
seen in the figures below. 

There was a steady rise in the dividend rate from 344% in 
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FIGURES TO NEAREST £500 


I 2 3 4 5 
Balance 
Year __ of Distrib- Percent- Erofits 
ieee uted to age of penliane Reserve 
for deferred | dividend seat 
deferred 
£ % £ £ 
3,500 3% ESOC.) | ace Reese 
4,500 4% a SOW) ht gate tans 
4,500 5 P7VOOOVS Ils, dustin (eaters 
5,500 6 17,500 15, 000° 
5,500 6 7,500 30,000° 
7,500 8 12,500 30,000 
8, 500 8 7,500 30,000 
8,500 8 16,500 40, 000° 
9,000 8 9,500 40,000 
9,000 8 IO, 500 50, 000° 
14,500 12) 3000 50,000 
14,500 12 5,000 50,000 
13,500 12 9,500 50,000 
15,590 I5 I,000 50,000 
14, 500 15 I,000 50,000 
16,500 15 500 50,000 
I5,500 15 2,500 160, 000° 
15,500 15 3,500 | 100,0009 | 
21,000 I5 500 100,000 
23,000 I5 e 100,000 


# Columns 1, 2 and 3 to 1917 are taken from 1917 annual report of the company. For the 
later years and columns 4 and 5, figures are compiled from revenue accounts, 

b Includes premiums on issue of debenture stock. 

e By transfer from depreciation account, or invisible reserve, 

d Reduction of reserve by issues of bonus shares. 

e Not given in present reports. 
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1903 to 15% from 1916 to 1925. Moreover, the net income 
was sufficient to justify bonus issues in ordinary stock totalling 
£90,000 in the years 1909, 1911, 1918 and 1921. The distri- 
bution was effected by writing profits into the contingent fund, 
or concealed reserve, transferring sums from the latter to the 
balance-sheet reserve and reducing this reserve in proportion 
to the increase in stock. 


Contrasted Dividend Policies——Comparing columns (1) 
and (2) of each of the foregoing tables it will be seen that the 
older company has regularly distributed a larger proportion of 
its net revenue, and issued a relatively greater volume of bonus 
shares. The equity for each £100 of common stock in the 
Second Edinburgh Company is, therefore, greater. The amount 
of ordinary shares outstanding for this company is £200,000, 
and the 1924 valuation shows the equity for common to be 
£635,000. By allowing for the £90,000 of bonus stock issue 
we reduce the cost of outstanding common to £110,000. At 
the current valuation of its holdings the Second Company has 
therefore more than quintupled the original investment in its 
ordinary stock, despite the regular dividend of 15%. 


Distribution of Investments.—Each company during its 
entire history has widely distributed its investments. The 
Edinburgh Trust has had from two hundred and fifty to three 
hundred different holdings, with amounts varying from £2,500 
to £14,000 invested in each. In common with other organiza- 
tions, these companies have heavily invested in war issues, so 
that figures given for diversification of their investments ex- 
clude government bonds—the amount of which was so greatly 
enhanced by earlier liquidation of American securities. 


War Liquidation Not Profitable—A fact worth noting 
is that these two companies barely balanced losses with gains 
from the sale of their American securities during the war. At 
a time when exchange was much in their favor through the 
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stiffening of the dollar and other neutral currencies, it seems 
peculiar that sale under the compulsion of war need was not 
more profitable. It has been generally the case that investment 
trusts liquidated many profitable holdings at a distinct loss to 
increase their participation in war loans, and such wholesale 
dumping of investments has not permitted the holding of each 
security until the right time for realization. If common stocks 
were high, preferred stocks and bonds were low. While high 
exchange cancelled many losses and increased some gains, it did 
not generally do more than “‘wipe the slate clean.” 


Dividends of British Investment Trusts during Recent 
Years.—The following analysis of dividends paid by various 
British investment trusts is based upon a comparative study of 
the fifty-five companies starred in the list of Section I, Appen- 
dix A. They are a thoroughly representative assortment. The 
following investment trusts in the list specified declared an 
average annual dividend of 10% or over during the entire 
period from 1912 to 1924 inclusive. Those starred have been 
conspicuously successful (15% or over). 


The Alliance Trust Company * 

The British Investment Trust 

Consolidated Trust 

Edinburgh Investment Trust * 

Industrial and General Trust 

Investment Trust Corporation 

Metropolitan Trust Company 

River Plate and General Investment Trust Company 
United States Debenture Corporation 


The following companies have enjoyed dividends averaging 
from 8 to 10% during the same period: 


American Investment and General Trust Company 
Army and Navy Investment Trust Company 
Government and General Investment Company 
Indian and General Investment Trust 
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Merchants Trust 
Second Scottish Investment Trust Company 


The following companies have paid dividends of at least 
7% since the war, although their earnings during the war and 
before it were less. The companies starred have had remarkable 
profits since the war. 


Alliance Investment Company 

Brewery and Commercial Investment Trust * 

Caledonian Trust Company 

Debenture Securities Company 

General and Commercial Investment Trust 

General Investors and Trustees 

London and Colonial Investment Corporation 

London and New York Investment Corporation 

London Trust Company 

New Investment Company 

Third Edinburgh Investment Trust * 

Trust Union 

United States and General Trust Corporation 

United States and South American Investment Trust 
Company 


Thus it appears that fully one-quarter of the British invest- 
ment trusts have been remarkably successful. Of the fifty-five 
in question, only a half dozen or so fell below 6% in 1921, 
their average dividend for that year being 4%. These same 
companies failed to pay an average of 5% during the ten-year 
period 1912 to 1921, but they are the only ones among the 
fifty-five which have been unfortunate to this extent. 


Causes of Failure——In checking over the comparatively 
unsuccessful companies, it is not easy to point out any common 
cause of failure. A number of trusts have suffered heavily 
because of the ambitious program of their early directors, who 
strayed far from sound investment policies. A few examples 
of abuse are cited in Chapter XI. In a number of instances the 
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writing down of the share capital has placed the company upon 
a firm basis. The Metropolitan Trust, which figures in the 
first list of successful companies, is a reorganization of an 
earlier failure. Companies departing from the practice of 
widely distributing their risks have now and again been hard 
hit by depression in certain industries—as in mines, iron and 
steel, and rubber. The increasing interest of British investment 
trusts in home industries (see Chapter XI) makes them more 
sensitive to the business disturbances of a highly industrialized 
community. Holdings of Russian bonds have somewhat em- 
barrassed several trusts, and in one or two cases proved fatal 
to companies organized to specialize in them. For instance, 
the Scottish and Foreign Trust goes through the formality of 
annual meetings but reckons its assets a dead loss. However, 
comparative success or the reverse cannot be explained by refer- 
ence to any particular area or industry. High dividends result 
from the skilful and yet cautious management which character- 
izes most British investment trusts of cosmopolitan interest. 
By referring to the analysis of the earnings of the two Edin- 
burgh Trusts it will be seen that highest dividends often result 
from the most conservative direction. 


Average Dividends.—The average dividends of the above 
mentioned fifty-fi 7e companies were over 7% in the years 1912 
to 1914 inclusive; they were 614% during the war period; 
and have been over 8% in the period following the war. Pro- 
gressive improvement in earning power is generally notable 
during recent years. Nearly all of the unusually successful 
companies (those paying 10% or over) have an outstanding 
share and debenture capital of well over one million pounds, 
and were organized in the late eighties. Conversely, practically 
every large company formed in this earlier period of trust ac- 
tivity has more than justified the efforts of its founders. This 
suggests the soundness of the general principles underlying 
investment trusts. 
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War Experience of Investment Trusts.—The remarkable 
showing made by the trusts as a whole is particularly gratifying 
during the war period. Although business had its ups and 
downs, most of the companies combining a wise assortment of 
fixed interest-bearing and dividend-paying securities came 
through without a tremor. While dividends on ordinary stock 
were soaring for companies active in war industries, mounting 
interest rates brought down the values of bonds and preferred 
stock; but the trusts profited from the former without losing 
much because of the latter. The slight decrease in average 
dividends during the years 1915-1918 indicates losses of return 
from securities of certain industries embarrassed by the war, 
further deductions from income to write off depreciation in 
holdings, and the sale of desirable securities at even sacrifice 
prices to participate in war loans. The rates of dividend since 
the Armistice have been even higher, as a whole, than before 
August, 1914; and the position of the trusts is today so strong 
that it is difficult to purchase stock of the well-known British 
companies in the open market. The London Financial Times 
said in its issue of June 28, 1924: 


The market in trust company stocks is a very limited one, and 
although sales can be readily effected, it is often difficult to purchase 
even small amounts. Those desiring to invest money in these stocks 
can best serve their purpose by leaving their orders with their brokers 
or agents for execution as opportunity offers. 


CHAPTER XI 


TENDENCIES IN BRITISH INVESTMENT TRUST 
DEVELOPMENT 


Tried Institutions in the United Kingdom.—aAt the outset 
of our discussion of investment trust development in the United 
States and Europe, it will be wise to give a brief survey of the 
investment trust in the United Kingdom, which may be re- 
garded as the homeland of companies of this type. A study of 
current tendencies ought, moreover, to be prefaced by a histori- 
cal sketch. 


Chronological Survey.—The British investment trusts given 
in Section I of Appendix A, are arranged in Appendix B accord- 
ing to date of their organization. By reference to this list it 
will be seen that the oldest investment trusts existent in the 
United Kingdom date from the early seventies, but that few 
were organized until the last year of that decade. The period 
of greatest organization activity was the three-year stretch from 
1888 to 1890, over thirty trusts being created at this time. 
During the nineties comparatively few were organized, but 
further development appears from 1907 to the outbreak of the 
war. In 1924 and 1925 there has been considerable activity 
in launching new investment trusts. 

About fifty companies in the list of Section I have at present 
an outstanding share and debenture capital equivalent to £500,- 
ooo or more. After roughly classifying these by size, the fol- 
lowing shows their approximate dates of organization and dis- 
closes the interesting fact that more than half of these larger 
investment trusts, and nearly all those of greatest capital were 
organized in the period of the late eighties. 

187 
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Dates of Organization 


Outstanding Share and ora 


Debenture Capital 


Companies : 1885-1890 | Since 
Scattered | Seventies incase tedes 


£  500,000-£1,000,000. . 20 2 I 7 Io 
£1,000,000-£2,000,000. . 16 3 I II I 
£2,000,000-£4, 000,000. . 12 a 3 5 I 
£4,000,000 or above..... 4 4 

52 8 5 27 12 


Ratio of Debentures.—Provided a company’s borrowing 
power is well established, it will, of course, issue debentures on 
condition that an ample margin exists between the cost of 
obtaining money for long periods and the return which can be 
got from investing this money. By adding the totals for share 
and debenture capital of companies organized during the in- 
dicated periods we arrive at the following ratio of their out- 
standing debentures to their ordinary and preferred stock: 


Having at Present 
There were | the Following Ratio 


During the Years (inclusive) Companies | of Outstanding De- 
Organized bentures to Share 
Capital 
LOOSE G ORM REE A easels os cio% ake. 9 eh ts II Ba 
PSSORTOUCALIE DRimcte gi tesiete ls & epispye stele sna acevs 36 6624% 
Aite(e}orci el OL anig, a thes ORO acl CaO IA aI eA 12 sige GE 
TOCS TOGO tanto mnths Gaia ess s 5155 «arse ioee II Bag, 
LO UGG 2O mma etnay sive sale aise eyes cm wie 15 38 % 


It might be expected that the older an investment trust is, 
the larger will be the proportion of its capital raised by the sale 
of bonds. This circumstance does not altogether explain the 
diminishing ratio of debentures in recent years, for most of 
the companies established since 1900 have had adequate time 
to consolidate and use their borrowing power. A factor militat- 
ing against new debenture issues is the limitation imposed by 
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companies upon their borrowing power. A number of older 
trusts have put out their full quota of debentures, and can- 
not expand without increasing share capital or altering the ar- 
ticles of association. 

Of late there has been a greater disposition to borrow on 
bonds, and from some points of view recent years have proved 
propitious for the issue of investment trust debentures. The 
United States and General Trust Corporation, for instance, 
offered in 1923 £250,000 of 414% debenture stock at the price 
of 874%4%. It is redeemable at par in 1962, or at the option 
of the company on six months’ notice at any time after January 
1937, at 102144%. This represents a yield of about 5% and 
is approximately what several British government bonds were 
then netting the purchaser. The issue was not vigorously 
pushed, but subscriptions accumulated from conservative 
investors, and the whole was readily placed in a wide circle of 
purchasers. 

Lower interest rates have been coupled with a public prefer- 
ence for non-speculative securities, and in the latter respect we 
see some of the same motives operating as in the late nineties. 
Industrial depression in Great Britain and the slow revival 
elsewhere have opened opportunities to employ profitably new 
borrowed capital in acquiring sound securities which have de- 
preciated in value through no internal weakness. The keen dis- 
crimination of investment trust directors is more and more 
being brought into play to distinguish between stocks which 
have become permanently depreciated, and those of such intrin- 
sic value as to warrant the assurance that their steady apprecia- 
tion is merely a question of time. 


Financing Companies.—The chief cause of the higher 
recent ratio of proprietary capital to be found among British 
trusts is the combination of factors which has tended to dis- 
courage debenture issues since the nineties, and to develop of 
later years the financing, trading and promoting company to an 
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equal, or even greater extent than the investment trust. If the 
former type of company were included in the preceding table, 
we should notice a considerable organization activity since 1909 
and an apparent stimulus lent by the war. The number of com- 
panies would be increased by from a hundred to a hundred and 
fifty. The capital would expand from about £100,000,000 to a 
total between £250,000,000 and £300,000,000. The ratio of 
debentures would be further reduced, for the more speculative 
character of the financing company’s business is not generally 
conducive to a use of the same measure of borrowing power. 
In Chapter I the outstanding share capital of active financing 
companies is given as about £110,000,000, and the debentures 
as £40,000,000, the ratio of the latter being therefore about 
35%. If those organized recently were segregated, the propor- 
tion of debentures would probably be much lower. 


First Organization Activity During the Seventies.—It is 
a matter of record that at least two British investment trusts 
were organized in the early sixties, but the inception of the 
movement really dates from the following decade. At the time 
when the trusts were first organized, it was not anticipated that 
they would play so important a role in the export of British 
capital and in the establishment of London’s financial hegemony. 
The object was to win for the rank and file of investors a larger 
return on their capital than could be obtained by purchasing 
sound domestic issues. At home the bank rate was low, and 
consols were correspondingly high. In the United States a new 
era was opening, and in South America the dawn of a great 
expansion was not far off. Comparatively few men at that time 
were well enough posted to “play a safe hand” in purchasing 
from the confusing variety of good, bad and _ indifferent 
securities originating overseas, even though legitimate under- 
takings in new countries could well afford to offer from 4 to 
6% above the borrowing rates in the United Kingdom. 

Before the resumption of specie payments in the United 
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States (1879) the pound sterling had commanded over five 
dollars. When the American government went on record for 
resumption of the gold standard, the assurance that our money 
would appreciate further encouraged investment in state, 
county, school and municipal bonds, public utilities and railways. 
Many Government issues were for the purpose of aiding rail 
development. The Municipal Trust Company is one of the 
trusts organized to buy American municipal bonds, especially in 
the West and Southwest, at a time when sterling commanded 
a high rate. On the whole, these financial ventures into the 
United States proved profitable, despite the fact that many 
investment trust promoters lived to rue the day when their 
eagerness for a 10% return overcame their natural reticence to 
enter the domains of the “carpet bagger’’ and the prairie wolf. 
Any student is only too familiar with this period of irresponsible 
state and municipal borrowing, and the British Corporation of 
Foreign Bondholders annually reminds us of the defaulted 
American issues of those days. 

It is not surprising that solicitors, accountants and trustees, 
in guarding and administering estates, should have informed 
themselves of foreign developments; and that they should have 
co-operated with bankers and financiers in mobilizing the funds 
of small investors. The movement probably had its first im- 
pulse in Scotland, but it quickly spread to London, and since 
that time the developments north and south of the Tweed have 
been generally parallel, except for certain minor differences 
discussed below. 


The Active Eighties——Conditions in the eighties were such 
as to encourage a rapid development of investment trusts in 
Great Britain. Domestic money rates were low, and unpre- 
cedented expansion in the new world created an insatiable 
demand for capital. The great contrast in money rates between 
London and overseas borrowing markets may be visualized 
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by means of the following figures which are high quotations 
for Consols during the fifty-year period from 1870 to 1920. 


1870... 9434 | 1881. ..103 1891... 9734 | 1901....97%4 | IQII..... 82% 
S71 os NOd 1882. ..10214 | 1892... 9634 | 1902... .9734 | I912..... 79% 
1872.... 9334 | 1883...10234 | 1893... 9834 | 1903...9334 | 1913..... 7534 
LOy2 ee aod 1884. ..10234 | 1894...10234 | 1904°...911% | 1914..... 17% 
1874.... 9334 | 1885...10134 | 1895...10834 | 1905....9134 | I9T5..... 6844 
1875.... 9534 | 1886. ..10234 | 1806. ..11334 | 1906....91% | 1916..... 6134 
1876.... 9734 | 1887. ..10334 | 1897. ..11334 | 1907....8734 | 1017..... 56% 
1877.... 973% | 1888. ..10334 | 1808. ..11334 | 1908... .8834 | 1918..... 63% 
EO7Srn OS 1889%.. 99%4 | 1809...11134 | 1909... .86 TORO: -)-- 60 
1879.... 9934 | 1890.. 9834 | 1900...10334 | 1910... .83)%4 | 1920°....52 
1880... . 10034 


(Figures are given to the nearest one-fourth) 


a To 1889, interest was at the rate of 3% per annum. 
b For the fourteen years from April 1889 to April 1903, the rate has been 234%. 
© The rate has been 214% since 1903. 


The Consols nearly touched par from 1876 to 1879, and 
for the decade of the eighties they were a shade above, reaching 
their high point in 1887-1888. The decline in 1889 is more 
than accounted for by the change of interest rate in that 
year; and debentures could be issued at this time at such a 
premium as to net a cost of only 3% to 4% on borrowed capital. 
This shows clearly the abundance of capital at home and the 
need of seeking foreign channels of investment. 


The Baring Crisis, and the “Sobering” Nineties—The 
slight decline in consols from 1890 to 1893 reflects the Baring 
crisis and the stiff demand for funds which accompanied and 
followed it. The spectacular rise to a high point of 114 in 
1897 may be explained in part by the easing of money rates 
following the depression, and the temporary demand for a per- 
fectly safe investment following the disturbing events in the 
business world. 

The Baring crisis and the years immediately after it mark 
a time of great difficulty for the investment trusts. The ex- 
perience of the First Edinburgh Investment Trust, cited in the 
preceding chapter, was shared by the better managed ones; but 


ee 
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those which had been more reckless came to grief. In this 
time of self-searching, many companies realised their mis. 
take in “loading up” too heavily with securities of certain prox 
jects, and neglecting the first rule of safety in distributing their 
risks. Over-zealous directors had been shunting speculative 
issues, and those which had failed of popular sale, into strong- 
boxes of their companies. Doubtless many of them sincerely 
believed that these issues were sound. Certainly the fact that 
“carpet bagging’ bonds of American states, and other ques- 
tionable paper found so ready an access to the portfolios of 
many companies reveals an eagerness to net more than the 8% 
which could be more conservatively earned overseas. 

To cite a few illustrations, the Gas, Water and General 
Trust had involved itself in sugar plantations and a nameless 
railroad reaching out from New Orleans. Despite the admir- 
able management since its reorganization, it has not yet gained 
financial strength. A predecessor of the Metropolitan Trust 
had been used to absorb Argentine provincial government 
issues which broke disastrously in the Baring crash. When 
the Metropolitan Trust was founded, the stockholders of the 
“New Imperial Investment Trust” (itself a reorganization) 
were offered the option of receiving cash at the rate of £70 for 
every £100 preferred and £12 for every £100 ordinary, or the 
equivalent amount of fully-paid shares of £1 par in the new 
company. In common with many others, the Anglo-American 
Debenture Company wrote off its heavily depreciated holdings, 
but by skilful management has at last succeeded in making good 
the whole loss to its stockholders by building up its reserve, and 
issuing bonuses. 

‘Following the unhappy experiences of the early nineties, 
and encouraged by the Verner decision, a number of financing 
companies altered their articles of association to those of an 
investment trust,—for instance, the Anglo-American Deben- 
ture. Others had by this time outgrown their earlier special in- 
terests and lost their more “‘active’’ directors. “If a quantity of 
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good securities had accumulated in their portfolios, there were 
realized the many advantages of limiting activities to invest- 
ment. The investment trusts on their part became more con- 
servative. Less sanguine people entered their directorates and 
holdings in any one undertaking were reduced from a maxi- 
mum of £50,000 to £100,000, to a maximum of £20,000 or 
£25,000, while the average investment today is probably not a 
fifth of this. The conservatism of investors in the late nineties 
made the issue of debentures a feasible policy for trusts whose 
credit was unimpaired, and this also encouraged greatly their 
sound expansion. 


Smoother Sailing since 1903.—The rapid fall in consols 
since 1900 shadows a rising rate for money, coincident with 
the great expansion in corporate activity in the two decades 
before the war. During most of this period American railway 
and other bonds afforded an investment yielding large margins 
to the older trusts which had obtained their working capital, 
either permanently or for long periods, at the lower costs of 
an earlier era. The newer companies, nevertheless, found 
greater difficulty in profitably borrowing. Even at the higher 
rates which less known investment trusts might have been will- 
ing to pay, money was not readily forthcoming until they had 
“proved their metal.” Only a few companies incorporated 
since 1908 have debentures in any quantity outstanding. Asa 
whole the time from 1903 to 1923 did not prove as propitious 
as earlier periods for organizing new investment trusts, or in- 
creasing heavily the debenture commitments of the old. As 
mentioned earlier, the war seemed rather to have encouraged 
the speculative and promoting type of company, whose funds are 
obtained by share capital, until the marked recent activity in 
investment trust organization. 

The reader will see from Appendix B that since 1923 there 
has been a recrudescence of organizing activity and at the time 
of writing (fall of 1925) the probabilities are that resumption 
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of normal conditions in the London money market, economic 
and political recovery from the effects of the war, and new 
demands for capital from central and southeastern Europe, 
Central and South America, the Dominions and the Orient will 
develop a new phase of active investment trust promotion. 


Scottish and English Investment Trusts.—The differences 
between Scottish and English investment trusts are few, and 
for the most part unimportant. Many of the former are closely 
connected with London houses (as with Robert Fleming and 
Company) and several companies of Scottish origin now have 
their headquarters in London. The Companies Acts are iden- 
tical for both countries, although the income tax laws as affect- 
ing investment trusts have been until recently differently ad- 
ministered in England and Scotland. 

Certain Scottish companies keep their offices in Dundee, 
Aberdeen, Glasgow, or Edinburgh, to save expense. It is 
amusing to encounter the different points of view of the metro- 
politan and provincial investment trusts. By the London com- 
pany a Scottish concern not affiliated with the “City” is re- 
garded as far from the center of things. Scottish trust officials, 
on the other hand, pride themselves upon having mastered the 
technique of investment trust management much more thor- 
oughly than their fellows in London. They can support this 
claim by pointing to such successful companies as the Edin- 
burgh Investment Trusts, the Alliance Trust of Dundee, and 
the British Assets Trust. 

For reasons given in earlier chapters, the terminable deben- 
ture is much in vogue in Scotland, although it is used less 
by English companies, which have borrowed for the most part 
upon perpetual debentures. A further peculiarity is the growth 
of the Scottish trusts about the offices of solicitors and 
accountants. Their evolution seems to have been slower, and 
not actuated to the same extent by purely business motives on 

_the part of their promoters. The germ of the whole movement 
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may be traced to the experience gained by Scottish lawyers 
and trustees in administering large estates. 

Notwithstanding their development some hundreds of 
miles from London, the Scottish trusts have been if anything 
even more cosmopolitan in their interests than the English 
companies. The mortgage business of America and Canada 
has been greatly fostered by many Scottish companies organ- 
ized for this purpose. A few investment trusts of Scotland still 
retain in their portfolios some Canadian and American farm 
and other mortgages. It is in short probable that in proportion 
to the capital of their undertakings, Scottish investment trust 
officials have been more active than those of London in making 
direct contacts with American business men and financiers in 
search of constructive credits. 


Investment Trusts and British War Finance.—During the 
war period British investment trusts could not expand their 
business, as government loans drove up the rates of interest, 
and even without the legal limitations imposed upon new issues, 
patriotic motives would have prevented their competing for 
new capital. Reasons have been given in Chapter X for the 
scanty profits made on the sale of their holdings at this time. 
The trusts were extremely helpful to the government in mobil- 
izing foreign securities acceptable for American credit, and 
their officials assisted in developing the machinery therefor. 
Often at a real loss their American investments were sacrificed 
to enable them to subscribe more liberally to war loans; and 
when “dollar’’ securities were not sold they were deposited 
with the Treasury. But notwithstanding the depreciation of 
many of their investments, and the sacrifice of others, the 
trusts as a whole were prosperous even at this time. For the 
most part their income continued steady, and on that portion of 
their holdings deposited with the Exchequer, a bonus of 4% 
was given by the Government. The earnings during this period 
are discussed fully in the preceding chapter. 
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Shifting of Investment Trust Holdings—Reduction of 
Investments in United States——There remain to be pointed 
out the principal tendencies in the shifting of investments on 
the part of British trusts during and since the war. The most 
noticeable tendency has been a proportional reduction in hold- 
ings of securities originating in the United States. During the 
war this was the inevitable result of the exigencies of govern- 
ment finance, but the movement away from dollar investments 
has been equally noticeable since the war, especially in the 
period immediately preceding the return of sterling to parity. 

Foreign exchange is, of course, always an important factor 
in interest and dividends as well as original investment. It 
may occur that larger dividends from common stock of foreign 
undertakings are partly cancelled by the weakening of exchange 
on the country concerned, which follows a period of price 
inflation, and vice versa. Where, as so often happens, secur- 
ities can be sold after their probationary period in the market 
where the industry is domiciled, exchange may be the deciding 
factor. In this case the anticipated rise in sterling led to the 
selling of dollar securities. 

In 1921 for instance the Foreign and Colonial Investment 
Trust sold nearly £200,000 worth of its securities. Almost half 
of the sales were of dollar investments. Practically an equiva- 
lent amount was purchased in the same year, but not one dollar 
bond or share appears among them. The Foreign, American 
and General Investments Trust Company realized on its Ameri- 
can holdings in a recent year one-third of the value of its total 
sales, and bought only two dollar issues from among thirty 
appearing in its purchase account. The British Investment 
Trust reported a reduction of its American holdings during 
1921, of nearly £250,000 and its chairman stated that “we 
expect to continue in the same direction to a considerably 
further extent.’’ The same is true of the American Investment 
and General Trust Company, about one-half of whose sales 
in 1921 were of American securities, and whose purchase of 
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American offerings was negligible. So strong has been this 
movement that the Robert Fleming interests have almost with- 
drawn from American securities. At a recent meeting of the 
Anglo-American Debenture Company it was stated: “Our in- 
vestments have changed very much since 1914, as we have 
reduced our American holdings by more than £700,000. Pro- 
ceeds from these sales have been reinvested in securities, both 
home and foreign, having higher average yield.” 

Turning to such classified reports and holdings as are 
available, we see the same tendency. Below are a few illus- 
trative figures: 


PERCENTAGE OF TOTAL INVESTMENTS IN AMERICAN SECURITIES 


Beforethe War} In 1922 


Anglo-American Debenture Co. . sie Gf NE oe 60-70% Approx. 25% 
Railway Share Trust and Agency Cas. : se cy 
The Railway Debenture and General Trust Co. . u ts « 
‘The Scottish Northern Investment Trust......... Over 50% | Approx. 12% 
The Second Scottish Northern Investment Trust. .| Approx. 60% = : 


It is probably not far from the truth to say that in 1914 
fully 90% of the £75,000,000 to £100,000,000 investment trust 
capital was sunk in overseas holdings, the United States prov- 
ing the greatest claimant. To the outbreak of the War prob- 
ably 30% to 50% of all investments of British trusts were in 
the United States. As much as a third of these foreign invest- 
ments were probably mobilized by the British government for 
war borrowing purposes, and were for the most part subse- 
quently sold. The “unpegging”’ of sterling in the spring of 
1919 introduced further speculative elements into the foreign 
exchange situation; and the high fluctuating premiums on the 
dollar during most of the following years has encouraged fur- 
ther liquidation of American holdings. The fact that sterling 
has now been reestablished at its pre-war parity removes per- 
haps the greatest deterrent to the placing of American securities 
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in London, and is now tending to reverse the tendencies 
discussed above. 


Increased Investment in Latin America—Hand in hand 
with this withdrawal from the United States is appearing a 
marked increase of interest in Latin America. Britain’s invest- 
ments were heavy in Argentina, Brazil and Chile before the 
war,—heavier probably than those of any other country, not 
excluding France. The pressure of British industries for ex- 
port trade, coupled with the fact that in southern South Amer- 
ica we find one of the most promising of politically stable 
regions, has made a deepening of old associations distinctly 
profitable. The classified investment lists of the Merchants 
Trust for 1914 and 1922 illustrate this tendency: 


MERCHANTS TRUST 
Distribution of Investments 


IQI4 1922 
Home. . HEE Bete Oc ee ne rte cae ae 14.85% 29.59% 
Continental. . Sin dara ate in Vishete Eee eee 2.14 S255 
Colonial. ...... BADER iis 35.5 yn a Rae 10.73 Q.22 
United States (railways). . Bes aero EH mae 30.95 _ 22.89 
United States (miscellaneous). . Sejee devo Sie arent 19.79 8.08 
River Plate. . SEE IT CO B8e Bi SE eae 9.28 12.47 
Other localities. . BLE Aes te Aiea b Aviat sate 12.26 14.20 
100.00% 100.00% 


The same is true of the reports of the Industrial and 
General Trust. Great increases are shown in its domestic 
holdings, and particularly in its South American interests, 
while the withdrawal from the United States is equally notice- 
able, although the percentages for 1925 suggest that this move- 
ment has now reached its apex and that opposing tendencies 
may soon assert themselves. 

Exchange is again important in this connection. In terms 
of sterling the rates for the principal South American cur- 
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Tue INDUSTRIAL AND GENERAL TRUST 
Distribution of Investments 


1914 1920 1921 1922 1925 
Great Britain. . Levees] 29-26%] 309.25%| 40.62%] 40.00%] 38.13% 
United States of America........ 23.69 7.92 7.00 6.45 9.05 
British Colonies and Dependencies| 13.57 14.55 13.02 13.00 12.73 
Argentine Republic. . 1r.gs 15.99 17.22 16.69 13.07 
South America, excluding the Ar- 
gentine Republic. . 8.87 13.46 12.18 13.38 14.35 
Mexico and Central America... . 5-25 3.24 4.61 4.12 3-44 


Europe, excluding Great Britain.| 3.22 3-44 2.95 3-40 4.87 
Asia and Africa, excluding British 
Colonies and Dependencies....} 4.59 2.15 2.40 2.81 4.36 


100.00%| 100,00%]| 100.00%| 100.00%]| 100.00% 


rencies before restoration of the pound to parity had been 
nearer par than the American dollar. The confidence which 
most Englishmen have always had that sterling would reach its 
pre-war gold basis operated much more to discourage purchase 
of “dollar” than of other securities at not so high a premium. 
British trusts only dared venture afield when little capital loss 
was risked from appreciation of sterling. 

A further use of their funds withdrawn by British trusts 
from North American securities has been in sterling issues of 
domestic corporations engaged in foreign business. Argentine 
railways are a good illustration of this. Such companies have 
long been operating, and conditions seem likely to encourage the 
further development of home registered enterprises engaged i in 
overseas operations. 


Greater Interest in Domestic Issues.—The heavy purchase 
of British government issues during the war has shifted some- 
what the center of gravity of investment trust portfolios. It 
will be recalled from Chapter V that in conditions limiting the 
acquisition of any one type of security, exceptions are fre- 
quently found in favor of government loans, but there has 
been more recently a noticeable tendency to realize on these 
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holdings, and to return to a broader distribution. Other funds 
employed in the United Kingdom have gone mainly into 
preference stocks, but there are good reasons to doubt the 
permanence of this tendency to transfer investments to do- 
mestic offerings. 

Illustrative figures for this increased interest in home issues 
are shown in the last tables. The shifting toward domestic 
issues during a three-year period is given by the United States 
Debenture Corporation in its annual reports of 1920, 1921 and 
1922. The percentages of its total investments in dollar securi- 
ties, and in British issues are as follows: 


Tue UNITED STATES DEBENTURE CORPORATION 


1920 1921 1922 
Wallan Securities jc. 5 sac ve wetee Flos yore eee eT 3 2000 11% 9.7% 
eric tcli; SECOEILICS: Ao csiec sec ac eee emcee ane 35.6 43 44.1 


Larger Ratio of Prior Lien Securities—The war has 
doubtless resulted in increasing the proportion of prior lien 
securities held by British investment trusts. Improvement in 
industrial conditions and in commercial activity, with accom- 
panying higher interest rates, will, for this reason, it is thought 
in some quarters, adversely affect the market value of important 
sections of their portfolios, and, in words of the London Econ- 
omist (March 22, 1924), “It will call for great skill to know 
how and when to avoid this depreciation.” It will be recalled in 
this connection, however, that the greater part of all British 
investment trust holdings has long been in preferred shares and 
bonds, while there is no good reason for thinking that substan- 
tial improvement in British industrial conditions can perma- 
nently have other than a favorable effect upon the market posi- 
tion of prior lien securities. 


Market and Balance-sheet Valuations.—Despite the very 
heavy depreciation in market values of their portfolios during 


202 THE INVESTMENT TRUST [Ch. 11 


the war and in and after 1920, it is probable that the great ma- 
jority of investment trusts in Great Britain now enjoy a 
substantial excess of market over book value of their holdings, 
and that in most cases even their substantial reserves are fully 
intact. The fact that the capital of British investment trusts is 
now for the most part unimpaired * is shown in the unusually 
buoyant market, during 1924 and 1925, for their common 
shares. It is significant that a compilation by the London 
Financial Times (January 31, 1925), which shows the nominal 
value of the common shares of thirty-one British investment 
trusts to be £18,202,000, gave their market value on the London 
Exchange at the beginning of 1924 as £25,000,000, and at the 
end of January, 1925, after a year of almost uninterrupted rise, 
as £31,709,000, every one being at a premium despite the fact 
that twenty-two of the thirty-one stocks were actually quoted 
at a discount in early Igig. 


Recapitulation and Conclusions.—We may now recapitu- 
late certain outstanding features of British investment trusts, as 
they have been studied in this and the preceding chapters. 


CorPORATE ORGANIZATION.—The investment trusts of the 
United Kingdom are for the most part limited companies, char- 
tered under the General Companies Acts. Their capital takes 
the forms common to corporate organization the world over, 
and the most successful among them have borrowed extensively 
by debenture bonds secured through prior subscription of ade- 
quate share capital. 


PorTFoLIO MANAGEMENT.—The debenture bonds issued 
by British investment trusts are secured by a general lien on 
the assets of the obligor company. Even where trustees are 


_ 1 By ‘‘unimpaired capital” in this connection is meant a condition in which current quo- 
tations on the investment trust’s portfolio show the present value of its held securities to be at 
least equivalent to the par value of all its outstanding capital. ‘“‘Visible’’ reserves protect 
the trusts from actual capital depreciation in this sense, even at times when the balance-sheet 
valuation may be considerably in excess of actual values (as during the earlier post-war periods 
of deflation). The ‘‘inner”’ or concealed reserves (Chapters V and VI) for their part operate 
against the fall of the portfolio’s current value to a figure below the valuation appearing in 
the balance sheet. 
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appointed, which is not always the case, they do not hold 
security collateral. 

Within limitations largely imposed in the voluntarily drawn 
articles of agreement of each trust, the directors and manage- 
ment possess the right to follow their own best judgment in 
altering the composition of the portfolio by buying and selling 
at favorable times. As far as the writer is aware, there is not 
one single reputable investment trust in the United Kingdom 
which immobilizes its investments, imposes arbitrary restraints 
upon turnover, or prevents substitution of collateral. In fact, 
profits accruing from turnover or reinvestment are a most 
important factor in strengthening the reserves of well-managed 
investment trusts, and a failure to make judicious readjust- 
ments in conformity with current market trends would not only 
fail to capitalize the skill of the trust’s manageriai staff, but cut 
off a most important source of strength. 


RESERVE ACCUMULATION.—British experience demon- 
strates the wisdom of building reservoirs between the inlets of 
net revenue and the outflow of dividends. Moreover, these 
reservoirs should constantly be enlarged so that the outflow is 
necessarily smaller, as a rule, than the steady intake. It is 
dangerous to allow the imagination too free a leap from earn- 
ings to dividends, for if the latter are directly geared with the 
former, there is no opportunity to build a substantial reserve 
foundation. A trust starting out with the intention of devot- 
ing investment income and realized profits on turnover directly 
and practically entirely to dividends may find itself in periods of 
business or financial depression like a top-heavy sailboat 
buffeted by the storms. 

The contingent funds or concealed reserves, and the ordi- 
nary reserves or surplus of British investment trusts are like 
balance wheels, or gyroscopic steadiers, enabling them generally 
to maintain consistent dividend records regardless of changing 
conditions. These reserves are being constantly added to, and 
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they are continually increasing the equity behind the common 
stock, as well as its dividend paying power. 


DIsSINTERESTED MANAGEMENT.— lhe representative invest- 
ment trusts are not affiliated with banks; nor are they controlled 
as a contributing side line by issuing houses or brokers. The 
advantages of independence are the complete discretion vested 
in their directors to purchase only those securities which will 
presumably make the best investments, and to participate in 
underwriting only such issues as would prove a sound and 
acceptable holding in case it is necessary to take the guaranteed 
quota. Despite their general independence of issuing houses, 
the broad interests of their directors and the considerable clien- 
tele which they control open to investment trusts many oppor- 
tunities for profitable participation, and give them an influence 
in directing investments out of proportion to their own invest- 
ing power. At the same time, issuing houses enjoy their 
co-operation without necessarily participating in their organi- 
zation, or direction. 


Lone EXPERIENCE.—The better known investment trusts 
of the United Kingdom were organized for the most part in the 
late eighties, and the nineties, the former being the period of 
greater activity. The economic factors encouraging their devel- 
opment in the late eighties were the ease of raising money in 
England and Scotland on a net yield to the lender of 3% to 
4% %, and the many opportunities of reinvestment in foreign 
securities at a yield of from 5% to8%. Considerable activity 
in organizing new investment trusts is to be noted in Great 
Britain in 1924 and 1925, and it is likely that the restoration of 
political and financial tranquillity on the European Continent 
will lend further stimulus to this development. 

The rise in home interest rates which has accompanied the 
expansion of corporate activity since 1900 has not been fully 
compensated by a corresponding rise in returns on conser- 
vative foreign investments. The cutting down of this mar- 
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gin has limited the expansion of debentures so that from 1912 
to 1921 there was a marked increase in the relative importance 
of outstanding share capital as compared with the former. Even 
at times when issuing debentures was generally profitable the 
British trusts have shown marked conservatism in increasing 
these fixed interest liabilities, the total rarely exceeding 100% 
of the issued share capital. 


FAVORABLE EARNINGS.—The earnings of most of the Brit- 
ish investment trusts have been remarkably steady during the 
war and post-war periods. An analysis of dividends shows 
that the average paid during the war period was but slightly 
under that of the years 1912 to 1914, and that there has been 
an even better record since the Armistice. This steadiness 
results from the wise mixture of senior with junior securities 
in investment trust portfolios, and from the low rates at which 
a part of their capital has been obtained for long periods. 


CapiTtaL Accounts.—The capital account of many Brit- 
ish trusts revealed a depreciation during the war, and in the 
years immediately following 1920. This has not noticeably 
affected earnings for the following reasons: 


1. There has been a general recovery of values lately, which 
has eliminated most of the depreciation and left intact the 
capital of the great majority of investment trusts. 

2. As interest and dividends from its investments constitute 
the chief source of a British investment trust’s distributable in- 
come, the dividends paid on its own stock are only indirectly 
affected by general variations in stock exchange quotations, i.e., 
only in so far as current income is used to mark off depreciated 
values, and the fluctuations in security prices affect a trust’s 
opportunities for profitable new investment. 

3. Profits made from realization on investments are used 
to write off such losses, or to build up a concealed reserve main- 
tained by most investment trusts; and this policy gives steadi- 
ness to the dividend record. 
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SKILFUL MANAGEMENT.—The fact that stands out clearly 
is the skill with which most of the companies in Great Britain 
have been managed. An alert secretary, board, and staff are 
essential in the successful operation of any investment trust. 
This is obviously not an easy condition to fulfil, as those respon- 
sible must have not only a working knowledge of invest- 
ments, but also a familiarity with world economic conditions 
and needs which is only bred by wide experience and contacts. 
In fact, investment trust management is at once among the most 
difficult and interesting occupations in the whole world of 
finance. 


CHAPTER XII 


CONTINENTAL INSTITUTIONS AKIN TO THE 
INVESTMENT TRUST 


Characteristically a British Institution.—It js in England 
and Scotland that the investment trust, in the strict sense of 
that term, has reached its fullest development. In no other 
countries do we find considerable numbers of corporations 
which, while avoiding banking, financing and issuing activities, 
exist for the primary or sole purpose of acquiring and managing 
diversified investments. The principle of division of risk 
through diversification of holdings is, however, one followed 
in every country and by a wide variety of companies; while 
capital for these purposes is commonly raised by the sale of 
- stock and bonds. 


Belgian Investment Trusts of Particular Interest—A 
brief consideration of Continental analogues of the British in- 
vestment trust will serve to emphasize certain fundamental lines 
of cleavage marked by the Channel, and ought to prove sug- 
gestive in any adaptation of European experience to American 
needs. In this chapter attention will be chiefly devoted to a 
description of Belgian agencies resembling investment trusts, 
not only because the writer has recently enjoyed the personal 
cooperation of Brussels and Antwerp bankers in his attempt to 
interpret them, but also because these institutions are of over- 
shadowing importance in Belgian finance. In fact, they fail 
to be thoroughly typical of developments elsewhere on the 
Continent only in that their evolution is peculiarly marked 
in that country. 


Continental Investment Trusts Really Financing Com- 
panies.—In general it may be said that investment trusts to be 
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found in this and in other Continental countries do a financ- 
ing rather than a purely investing business. However broad 
may be the diversification of risk, their portfolios are rather 
in the nature of participations acquired to control, share con- 
trol, influence policy, or assist in promotion, of subsidiary 
or related enterprises. In other words, the investment trust 
of other European countries resembles the financing com- 
pany of the United Kingdom (see pages 7 to 10). While 
asserting control of companies in its orbit, as often happens, 
by means of minority but solid blocks of shares, the Con- 
tinental investment trust, if it may be called by that name, 
resembles the historic American holding company, except that 
its interests are generally more cosmopolitan, and its participa- 
tions as well as capital are acquired in quite different ways and 
for quite different purposes. 


Many Continental Banks in a Sense Investment Trusts. 
—At the threshold of our enquiry we are struck by the fact that 
most of the large Continental banks are in a sense investment 
trusts. The term “commercial banking” carries the same con- 
notation for England and the United States ; but beyond Anglo- 
Saxon countries, where deposit banking has attained its highest 
development, there is far less emphasis upon the “liquid” nature 
of a bank’s underlying loans, or the relative adequacy of its 
holdings of immediately negotiable paper. The same scrupulous 
care is not taken to insure the solvency of the institution in face 
of a possible “run on the bank,” a circumstance partly arising 
from the lower proportion of deposits payable on demand. 
Banking practice in England and the United States emphasizes 
the short-term, mobile loan; and beyond the amount of their 
capital and surplus, ordinary deposit banks do not as a rule 
accumulate bond investments unless dull demand for commercial 
credit encourages purchase of earning assets of longer maturity. 
By implication, if not by direct inhibition, the national banking 
law in the United States prohibits the purchase of stocks for 
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investment, or industrial control, lest the prejudiced viewpoint 
of the enterpriser should take the place of the dispassionate 
view of the banker and an agency of mobile credit be anchored 
too near the sandbanks of permanent commitment. There is 
no doubt that large commercial banks in the United States are 
a means toward the concentration of business power in the 
hands of leading financiers, but they are not themselves the 
direct agencies of this control. 

On the other hand, the history of the great German banks, of 
certain leading banks of France and Belgium, of the Banca 
Commerciale in Italy, as well as of its peers in the realm of 
Italian high finance, is practically synonymous with the found- 
ing and expansion of many public utility, metallurgical, and 
other industries, both foreign and domestic, in which heavy 
proprietary interests are commonly maintained. These for- 
midable sallies into the field of business are financed by the 
capital of shareholders, reserves and undistributed profits, and 
the use of funds deposited by societies and individuals; and 
they are either directly planned and executed, or left to sub- 
sidiary boards of strategy comprising the directorate of asso- 
ciated financing companies and promoting investment trusts. 
Belgian experience affords excellent illustrations of this. 


The Investment Trust in Belgium.—A perusal of the 
latest published reports of a number of great Belgian banks 
shows at a glance to what an extent they may be regarded as 
investment trusts, or more strictly, holding and financing com- 
panies, seeking a reasonable protection by distribution of risk. 


Portfolio of the Banque D’Outremer.—The accounts sub- 
mitted by the directors of the Brussels Banque D’Outremer 
(Overseas Bank) to the shareholders of that institution in the 
spring of 1924 emphasize the investment trust character of an 
important section of the Bank’s earning assets. “The statis- 
tical tables following’’ declares that report, “show clearly that 
we remain faithful to the principle of division of risk for which 
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we have had occasion only to congratulate ourselves in the 
past. They disclose at a glance the geographical distribution 
of the enterprises in which we are interested and the manifold 
social purposes which they subserve.” It will be interesting at 
this point to reproduce the above-mentioned tables : 


Banque D’OuTREMER.—Type of enterprise in which the 
bank is interested : 


Per cent of Total 
Portfolio 
Banks and Financial Institutions................ 14.84 
Insurance. . ae Bip xo ogee wed lal Site Lana ede eee at Oka 
Trading Companies. . tnt Mc feetengee: Ge OS 
Maritime and River Transport. . iS darase bh rcican Sey OLR 
WRATIWALV S tonic een ees oe Se nba see oes ieee eee Ae ie Pans 
ELAR AY Sie e a, 0iheeu. chin v0(e) viasereis sania ari nate a ee ates ee al 
COiericcmmren tars stec aiais ches svat mcrae wie set he aie ae 6.01 
OMNES Selec se oct sche achclntcrat> oui teed assis aioe awe TLE 
Petroleum. . Pee ee No 
Construction ‘Industries. Me rg tiak tin tate oan eee I.70 
ORE At Aclar sts Oe coe areca egies Se tees Sees a Dee = 3.18 
ga ec) Naan weal BIA) Save a ls. Se CE 
Gonstriction* Workshops. i... oa... seeeee~son | LORST 
Electrical Power. . Siakheba teh SASS 
Wireless Telegraphy and Telephony. SSR Se A AF 5-58 
PextileiManuiactories::25. W2cshanas nen a tena. 2.58 


DUPARNeIMEtlES a cet et is) gale ee Men Meehan, TOL RS 
GolomialoPiantablonss. a2) .hs vest SOR ek ct Dene ae COS 
INGISC EL STIEOUS St aiorcrals sive aus! ottcle da On iee ante ORE OIG 0.08 


GEOGRAPHICAL DISTRIBUTION.— 


Me SRT cdeeatnsis ayaa, « ausinis a4 dadete co us «aie ae Mahone oe 27 
BRCM apes rs areas ave cicieieete uo dee eaee aire tore 54.27 
Belgian Congo. ; Rahn ac ae ee ten he ee OSE AS 
RSIS prtiere(seaie toe. te ayes oul cae Sh RON Ver eke ne kee 5.43 
OEANICG MM ee oar g ss NN -nitcle'Sis, cee ae A Tee ai eG 2.22 
ALES ge pe a get a ee 78 
Greece. . Rierahe layne a a(t PRE REE ithe cha era Gi 
Italy soit aha Saher et ak 
Coe Duchy of Luxembourg... Be Se en as (ona fe: 
Holland. . Katte Eure doe CED RA TOR 
Dutch Colonies. . Mi semteten Ree ad Be cine Cee eee ke OO 
Portuguese Colonies...........-.....-.-. 0020... 1.48 
BRAGAS a ee ete sctin 5.5. a,;,01% x.o-n atthe gai tl aoe ee 94 

100.00 


Although the portfolio holdings of the Banque D’Outremer 
are principally concentrated (to about 80%) in Belgium, 
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Luxembourg and the Belgian Congo, the industrial distribution 
is truly remarkable, and the most doctrinaire of British invest- 
ment trusts might well be content with such a showing, as far 
at least as division of risk is concerned. That the Bank is not, 
however, an investment trust in the stricter sense appears from 
the following considerations. 


SUBSIDIARY ComMPANIES.—In the first place, the relations 
of the Bank with many, or most, of the enterprises in which it 
is interested are of a very intimate and direct character. Con- 
trol is exercised over many related enterprises by competent 
unified handling of minority stock holdings, while powerful 
representation is obtained on the directorate of other companies. 


GENERAL BANKING AND FINANCIAL SERVICE.—In the 
second place, the Banque D’Outremer renders general banking 
and financial service to the public, as well as to the enterprises 
whose securities appear in its portfolio. It accepts deposits, 
both demand and time; it makes short-term loans; it organizes 
issuing syndicates and participates in underwriting. It is 
vigilant in ferreting out profitable opportunities for “buying its 
way” into enterprises which could suitably move within the 
ambit of its major promoting activities. It participates in the 
organization of new companies and builds up enterprises which 
are financially or technically weak. The Banque D’Outremer 
is, in other words, a “Banque d’Affaires”’ as well as a commer- 
cial bank in the accepted American sense, as is seen in the 
following data taken from its report for the year 1924: 


During the year 1924, the Bank acquired an interest in the follow- 

ing companies : 

Soieries de Maransart 

La Lampe Electrique Belge 

Chemins de fer vicinaux du Congo 

Société Coloniale d’Electricité 

Chinwangtao Glass Co. 

Société d’Etudes en Ethiopie 
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It participated in the increase of capital of the following com- 
panies: 


Société auxiliaire Industrielle et Financiére de la Compagnie 
du Chemin de fer du Congo Supérieur aux Grands Lacs 
africains 

Electricité et Traction 

Minerva Motors 

Centrales Electriques des Flandres 

Société des Pétroles au Congo 

Ciments du Congo 

Société Nationale pour 1’Etude des Transports aériens 

Tramways et Eclairage Electrique de Shanghai 

Compagnie Fonciére du Katanga 

Compagnie Cotonniére Congolaise 

Banque du Congo Belge 

Intertropical-Comfina 

Compagnie Ardennaise de Transports et Messageries Van Gend. 


The following issues were made under its direction or with its 
assistance: 


Société auxiliaire Industrielle et Financiére de la Compagnie 
du Chemin de fer du Congo Supérieur aux Grands Lacs 
africains 

Tissage La Flandre 

Minerva Motors 

Centrales Electriques des Flandres 

Chinwangtao Glass Co. 

Ciments du Congo 

Papeteries De Ruysscher 

Sucrerie et Raffinerie de Moerbeke-Waes 

Soieries de Maransart 

Compagnie Métallurgique Franco-Belge de Mortagne 

Tramways et Eclairage Electriques de Shanghai 

Compagnie du Congo Belge 

La Lampe Electrique Belge 

Société Ostendaise “Lumiére et Force Motrice” 

Intertropical-Comfina 


Purety SHARE Capitau.—lIn the third place, the funds 


which the Banque D’Outremer employs in its long and short- 
term industrial and public utility participations are derived 
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solely from the capital represented by outstanding common stock 
(nominally without par value), the reserves and undivided 
profits, and the money deposited by societies and individuals. 
It does not borrow by issuing funded obligations. 

The maintenance of deposit accounts by many affiliated en- 
terprises, as well as the banking public, enables the Bank to 
make substantial temporary advances to associated undertak- 
ings, whose varying needs of this sort might not, except for 
these close interrelations of many industrial spokes through one 
financial hub, come strictly within the scope of legitimate short- 
term banking credit. Thus deposits really constitute a source 
of further participation in practical undertakings. 

From this it must not be inferred, however, that even time 
deposits are tied up in permanent industrial commitments. On 
the contrary, a study of the recent balance sheets of the Banque 
D’Outremer will show that its entire portfolio and “participa- 
tions” (a term explained below) are but a third greater than 
its issued capital—Francs 100,000,000 and less than 40% 
greater than its reserves—Francs 96,000,000. If to the former 
are added the Bank’s holdings of Belgian Government bonds, 
national and provincial—an item excluded from the portfolio 
and bringing the entire long-term investments of the Bank to 
about Francs 180,000,000—1t is still evident that the capital and 
reserves comfortably cover such commitments. Advances to 
the bank’s clients and affiliated companies* amounted on 
December 31, 1923, to about Francs 161,000,000, which, with 
its cash, its deposits with other banks, and its accounts receiv- 
able (“effets 4 recevoir”) more than offset the time and demand 
deposits disclosed among its liabilities at this date, (Francs 
278,000,000). 

PorTFOLIO AND “PARTICIPATIONS.’’—Finally, the portfolio 
of the Banque D’Outremer and similar Continental banks offers 
many contrasts with that of the typical investment trust. The 


1A list of these companies appears in Appendix H. 
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reasons are not far to seek when it is remembered that the bank 
in question acquires securities (other than government issues ) 
in order to share or assume control, whereas the investment 
trust has in mind a purely investment income. 

Thus the Banque D’Outremer often associates itself with 
the launching of new enterprises by direct subscription to the 
organization fund or initial capital of the undertaking, before 
any offering is made to the public. It augments the working 
capital of “going concerns” by loans which may not be immedi- 
ately documented in publicly negotiable forms. These latter 
generally appear in the portfolio as “advances,” often referred 
to as “‘comptes courants debiteurs” or in similar terms. When 
such advances have been funded into more negotiable forms, 
ultimately in the thought, perhaps, of disposing of the latter 
at a profit, certain items which had earlier appeared as accommo- 
dation credits for a clientele of subsidiary or associated enter- 
prises may be transferred to the category of “participations,” 
or “participations et valeurs diverses.’”’ When the Bank decides 
that it wishes to retain, more or less permanently as an invest- 
ment, its interests in these enterprises, when the progress of the 
latter or other factors cause the original advances to become 
entirely embodied in securities quoted on the bourses, and when 
the Bank is ready to disclose to the public the fact and extent of 
its interest in these undertakings, the items in question move 
from the “participations” to the “portfolio” category. The 
portfolio lists the greater part of negotiable securities held, of 
a portion of which the Bank may, from time to time, of course, 
be willing to dispose as it finds occasion for profit taking. The 
December 31, 1923 balance sheet of the Banque D’Outremer 
lists securities in the portfolio as valued at Francs 85,000,000, 
while the figure for “participations et valeurs diverses’”’ stands 
at Francs 48,000,000. 

A further very interesting difference to be noted between 
the holdings of investment trusts and the earning assets of such 
institutions as the Banque D’Outremer is that the portfolio of 
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the latter is wholly comprised of shares of stock, mostly 
common, no bonds having been held since 1919, whereas the 
investment trust shows a higher proportion, if not indeed gener- 
ally a preponderance, of bonds, preferred stocks, and other 
senior securities. 

It is the habit of the Bank to insert in its balance sheets the 
market value of its portfolio holdings, if this is less than their 
cost, a practice which, as we have seen, is not typical of the 
British trusts, whose concealed reserves or contingent funds 
greatly assist in protecting their capital account. It is stated in 
the Banque D’Outremer’s annual report for 1923 that “Our 
portfolio comprises a considerable quantity of shares in corpora- 
tions whose activities are conducted in countries of high ex- 
change. The current quotations for these securities show a sub- 
stantial rise, which stands in contrast with the conservative 
evaluations of our balance sheet.” 


Compared with Other Belgian Banks.—The two most 
important banks of Belgium are the Société Générale and the 
Banque de Bruxelles.?2, The former is interested in the Banque 
D’Outremer to the extent of some 10,000 of its 235,000 com- 
mon shares, and holds stock in many other banks and quasi- 
investment trusts, both foreign and domestic, as is indicated 
by the classification of its portfolio given below. The latter 
has a substantial interest in each of the three institutions 
which are described in detail below and which afford excellent 
examples of Belgium’s nearest approach to the investment 
trust. In addition to conducting the same full range of bank- 
ing and financial service as that offered by the Bank D’Ou- 
tremer, these two greater banks also resemble it in undertaking 
what might be termed “financing investment trust” functions. 

Like the Banque D’Outremer, the Société Générale distin- 
guishes in its balance sheets between financial participations and 


2 tle Mobiliére et Immobiliére, a bank of the Solvay interests, is rapidly forging 
ong voeness a eied great power in the financial world. This Bank is referred to in 
Chapter XIIL in connection with the affiliated ‘‘Compagnie Financiére Americano Belge. 
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the portfolio. The term “participations” has in general the 
meaning ascribed earlier in this chapter; while the portfolio 
is presented under the two categories of “fonds publics” (in- 
vestments in government obligations), and “actions de diverses 
Sociétés” (stocks held in different corporations). 

The following table, derived from the Compte Rendu and 
presented to the shareholders at their meeting on February 26, 
1924, shows the distribution of the investment portfolio (apart 
from government obligations) which, it will be noted, consists 
entirely of stocks: 


SociEtTE GENERAL DE BELGIQUE.—Portfolio in shares of 
different corporations: 


Rail Ways DRAM WAYS setae <4liac 4s: cteaslaere aw page ates Chie keeles sw ELSA SATO eS 
Collieries. . Seve Ren AACS Se Bd 52,838,000 
Metallurgical ‘and Engineering Establishments. ........2...++. 49,320, 500 
teC rea bee ML OMEISES poy! sceyat avai) cts, » «} «cy aii “sr atqpaneteteca: ken, 8 avoid etepenete 7,294,500 
GinsseiVPanvtacrones*. we wee cik.s' oe oc so sieioe tie eae eae 16, 237,000 
Miscellaneous Establishmentss «<< s+ 01/0197 010 s/acic:ewine ov wee 30, 609 , 100 
Banks—Financial Institutions: 
Belgian. . BITE ais ive d Sie, She anaidte mia abe Pe sia alain eee vet ees 94,901,900 
Foreign. . : RR CARES 5 coo. a) sah e Sore are ore eaene ean aed 23,714,250 
Colonial Enterprises. SPOTS PRIN fe esseS ices a ere Rake etwrcudare Stee ee Meee 47,973,400 
ANSTEY ES Oe cen CORO ee EC rete Loe WOE lp me eeu 


The sum total of the Société Générale’s “Participations,” 
“Fonds publics” and ‘‘Portefeuille” is approximately Francs 
808,000,000, a figure far in excess of the capital contributed 
by the shareholders and the accumulated reserves. If to the 
latter amounts, totalling Francs 341,000,000, there is added the 
outstanding funded debt of about Francs 112,000,000, it be- 
comes evident that the long-term assets of the company exceed 
the entire capital and reserves by nearly eighty per cent, and 
must therefore represent, to the extent of over forty percent, 
an investment of cash deposits. However, half of these long- 
term earning assets are investments in Belgian Government 
bonds, so that the portfolio of stocks held, and the total of 
“participations” are amply covered by the reserves, and the 
capital contributed by proprietors and bondholders. An exam- 
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ination of the balance sheets and the “profit and loss” accounts 
shows that the Société Générale is even more notable as a 
“Banque d’Affaires” than as an agency of commercial credit 
and related banking functions. 

The Banque de Bruxelles has in its entourage a number of 
promotive investment trusts which are known wherever public 
utilities and electrical enterprises have been largely developed by 
foreign capital. Like the Banque D’Outremer and the Société 
Générale, it offers the whole gamut of financial service to its 
related industrial and financing companies, and is able to acquire 
further interests for itself, in the form of negotiable securities 
or “participations,” at terms not available for the public. 

The Banque de Bruxelles resembles the Banque D’Outremer 
in having no outstanding bonded indebtedness. Its portfolio 
and “financial participations and diverse claims” are more than 
covered by its reserves and issued capital. In the former 
(Francs 162,000,000) will be found but Francs 4,800,000 in 
bonds. The stock held by the Banque de Bruxelles in the 
Société Générale de Chemins de fer Economiques constitutes a 
one-twelfth proprietary interest; that held in the Société Finan- 
ciére de Transports et d’Entreprises Industrielles represents a 
one-thirteenth interest; and that in the Société Générale Belge 
d’Entreprises Electriques a one-twenty-fifth of the control. 
These are concerns coming in for a measure of treatment in 
subsequent paragraphs, as they represent that different type of 
Belgian investment trust which does not also qualify as a com- 
mercial bank. 

If space permitted a résume of its portfolio, the same broad 
range of industrial interests would be disclosed, the holdings 
being also largely in common stock. The Banque de Bruxelles 
and the Société Générale are two great suns in the universe of 
Belgian finance, around which revolve numerous satellites and 
toward whose systems gravitate many industrial and financial 
companies in the process of more complete assimilation to one 
or another sphere of influence. 
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So far attention has been confined to three great Belgian 
banks. Let us now consider a few Belgian institutions which 
are of a quite different type, in that they limit themselves to 
activities characteristic of what has been earlier called the 
“financing investment trust.” 


“Financing Investment Trusts”—Société Financiére de 
Transports et d’Entreprises Industrielles.—This investment 
trust is particularly interested in electrical undertakings. The 
annual report for the year 1923 contains the following observa- 
tions: 


If the different enterprises in which we are particularly interested 
become annually more firmly established, and their earning capacity 
progressively increases, the reasons must be sought not only in their 
own intrinsic worth, but, most of all, in the great role which the elec- 
trical industry is now playing throughout the world, and in every 
domain. . . . We, therefore, congratulate ourselves daily in having 
directed our activity chiefly toward this type of enterprise, before 
which there opens up so promising a future. 


This specialization in the electrical world is abundantly evi- 
dent in the résume of the 1923 activities of the Sociéte Finan- 
ciere, which is given in the same report, and is here quoted 
practically in full: 


Subscription to the augmentation of capital for the Banque de 
Bruxelles, les Tramways et Eclairage Electriques de Shanghai, 
Union d’Electricité de Paris, la Societa Mineraria ed Elettrica del 
Valdarno, la Société Anonyme des Anciens Etablissements Paul 
Wirth, la Société Intercommunale Belge d’Electricité and _ les 
Sociétés d’Electricité du Borinage et du Nord de la Belgique (emis- 
sions of both common and preferred stock) ; 

Purchase of shares of la Societa Bolognese di Elettricita, of par- 
ticipating shares in la Société d’Electricité de Rosario and of new 
common stock in the Compagnies Réunies Gaz et Electricité 
de Lisbonne, offered to former shareholders. 

Subscription to the organization of the Sociétés d’Entreprises 
Electriques en Pologne and the Internationale d’Energie Hydro- 
Electrique (ordinary and preferred stock, founders’ shares, and to 
the augmentation of the capital of the latter). 
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The purchase of common and preferred stock in the Sociedad 
Estoril. 


Payments on stock subscribed for in the Compagnie de Signaux et 
d’Entreprises Electriques, . . . 

Taking founders’ shares in the Tramways of Barcelona. 

We have, in 1923, participated in underwriting syndicates con- 
stituted for the purpose of increasing the capital of the Banque de 
Bruxelles, .. . the Compagnie Francaise pour l’exploitation des 
brevets Thomson-Houston, !’Union d’Electricité, 1’Energie Electrique 
du Nord de la France, la Société algérienne d’Eclairage et de Force, 
. . . All of these issues were disposed of to the public. 


The exact nature and extent of the interests acquired by the 
Société Financiére in 1923 are not given, nor does that institu- 
tion publish its portfolio, as is generally done in Belgium. In 
fact, it is significant that the balance-sheet entry is ‘“‘Porte- 
feuille; fonds publics et participations,’ no distinction being 
made between negotiable securities held and the more specula- 
tive claims of promotive financing which commonly appear 
under the title “Participations.”’ 

The ‘‘Portefeuille: fonds publics et participations” of the 
Société Financiere de Transports et d’Entreprises Industrielles 
in its balance sheet of December 31, 1923, amounts to a little 
over Francs 45,000,000, to which should be added, in order to 
determine the size of its investment portfolio, approximately 
Francs 9,000,000 invested in Belgian Treasury bonds. This 
figure is more than covered by the subscribed capital (Francs 
33,250,000), the reserves (about Francs 15,000,000), and the 
net bonded indebtedness (Francs 19,159,500). 


BANKING SERVICES CONFINED TO AFFILIATED ENTER- 
PRISES.—The Société Financiére takes no deposits from the 
general public. It is not a bank in the ordinarily accepted sense. 
It does, however, render the complete range of financial serv- 
ices to its affiliated enterprises. It receives deposits from them, 
makes collections and payments for them, and conducts opera- 
tions of refunding, converting and augmenting capital. 
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Considerable sums due the affiliated companies are, therefore, 
always on hand, while among the “assets” will invariably be 
found short-term and current loans and advances, mainly unse- 
cured by pledge of collateral, made for the major part of its 
“Sociétés Patronées.” That the Société Financiére departs far 
from the “straight and narrow” path marked out for themselves 
by the British investment trusts appears from the fact that in its 
balance sheet for December 31, 1923, the total loans, advances, 
and accounts receivable from affiliated companies amounted to 
about 60% of the entire investment portfolio. 


TECHNICAL AND ENGINEERING SERVICES FOR AFFILIATED 
ENTERPRISES.—Offices of associated undertakings, especially 
those of a public utility character, are to be found at the general 
headquarters of the Société, whose central engineering staff 
occasionally assists in the solution of their technical and devel- 
opment problems, and whose business offices often act as pur- 
chasing, forwarding and contracting agents. Services of this 
type rendered to affliated companies are compensated not only 
by agreed commissions, but also by the economies and earnings 
of related enterprises consequent upon efficient business and 
engineering service. 


CONTRASTED WITH British INVESTMENT Trusts.—It 
would be a mistake to compare too closely these Belgian financ- 
ing societies with the British investment trusts. Although in 
some ways “sii generis,” they might more accurately be com- 
pared with the British financing companies, or “financial trusts,” 
differentiated in earlier chapters from the pure form of invest- 
ment trust so commonly found in the United Kingdom. 
The Société Financiére, for instance, makes no great effort to 
distribute its risks. Its acquisitions of stock and its “participa- 
tions” depend entirely upon such opportunities as may develop 
for the profitable purchase of control, or part control, of enter- 
prises within its main fields of interest. A major source of its 
profits lies in buying weak and financially “run down” compa- 


Ch. 12] CONTINENTAL INSTITUTIONS 221 


nies, nursing them back to economic health, and disposing of 
them at a handsome advance. Its engineering and technical 
staffs are, therefore, an integral part of its organization. 
Occasionally, though very rarely, it even operates an enterprise 
without direct financial interest in it. 

Some years ago, for instance, the Société Financiére pur- 
chased control of the Barcelona Tramways for approximately 
Francs 3,000,000. Its interests were later disposed of for 
Francs 19,000,000. It now operates the Barcelona Tramways 
on a service charge for the present owners. In some respects 
the reader will note the resemblance which companies of this 
type bear to American public utility holding and operating com- 
panies. (See Chapter XIII.) 


FINANCIAL ConNeEcTIONS.—The financial ramifications of 
such institutions as we are now considering are complex in the 
extreme, and it serves no useful purpose to describe them. A 
cursory reading of its reports will suffice to emphasize the 
many connections of the Société Financiere with banks and 
other financing companies. The joint proprietary interest which 
the Banque de Bruxelles holds in it has already been mentioned. 
The Société Financiére, in its turn, holds a block of stock in 
the Banque de Bruxelles. It is interested in the “Société Cen- 
trale pour l’Industrie Electrique,”’ and the ‘Société Générale 
d’Entreprises” of Paris, as well as “The Electric and Railway 
Finance Corporation, Ltd.” of London. 


Société Générale Belge d’Entreprises Electriques, and 
Société Générale de Chemins de Fer Economiques.—These 
organizations are of the same type as the more important 
Société Financiere. Like it they raise capital by the emission 
of bonds and the sale of stock, and their interests are mainly in 
tramway and electrical enterprises. They are also active pro- 
moting and developing companies, equipped with technical 
staffs. Their permanent capital finds employment in the pur- 
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chase of securities and “participations.” The sums deposited 
by affiliated and controlled societies are in part loaned again on 
current account to other affiliates. 

The portfolios of both concerns are regularly published, 
and the holdings, as might be expected, are largely in stock 
carrying voting power. The interests of the Société Générale 
Belge d’Entreprises Electriques (as far as the portfolio reveals 
them) are spread among some thirty-five companies; those of 
Société Générale de Chemins de Fer Economiques are scat- 
tered among approximately fifty-five companies. These affil- 
iated undertakings represent endeavor in many countries, and 
the holdings of the development companies we have here been 
considering overlap in many cases. They are also at one in 
their policy of avoiding embarrassing connections with enter- 
prises manufacturing public utility and electrical equipment, 
thus confining their efforts to the financial prosperity of the 
subsidiary or partially controlled utilities upon whose economic 
success their own earnings are so intimately dependent. 


Belgian Investment Trusts and Financing Companies 
Typical of Those in Other Continental Countries.—A study 
of the methods and organization of such Belgian companies 
as have been described serves to indicate the main lines of 
Continental development. The investment trust idea seems to 
have originated * in Belgium and to have been applied in one 
way or another, in that country and in Switzerland; several 
decades before the first joint-stock investment trusts were 
created in Scotland and England. Liquidations, reorganiza- 
tions, and even failures, have marked the varied course of 
these undertakings; but most financially powerful European 
countries today have at least a few companies plying a com- 
bined investment and financing business, or, more rarely, con- 
fining their activities to the acquisition of securities for 


3 An interesting article on ‘‘The Origin of Investment Trusts,” written by G 
Jones, Chief of the Finance and Investment Division of the Bureau of Foreign aa Domestic 
ommerce, will be found in Commerce Reports of September 1, 1924. 


Ch. 12] CONTINENTAL INSTITUTIONS 223 


investment purposes in accordance with principles developed 
by British experience. In general, there may be noted on the 
Continent a greater specialization than usually obtains in Eng- 
land, as, for instance, investment primarily in electrical, public 
utility, or metallurgical securities. 

To recapitulate, it may be said that the clearly marked divi- 
sion of labor which runs characteristically through the British 
financial mechanism, finds expression also in the United King- 
dom in the numerous investment trusts concentrating their 
efforts upon buying and holding desirable investments, and 
keeping their portfolios in desirable shape by profitable, meas- 
ured, turnover. In Continental countries, on the other hand, 
such strictly investment trusts are the exception rather than 
the rule; and the promotive or financing point of view gener- 
ally colors the portfolio policies, limits the range of investments, 
and narrows the basis of risk diversification. 


French Companies Illustrated.—Mention has been made, 
in the section dealing with the Société Financiére, of certain 
French financing companies affiliated with it, and pursuing a 
similar business in the field of electrical enterprises. The 
Société Centrale pour I’Industrie Electrique, for instance, pos- 
sesses important interests in the following enterprises: La 
Compagnie Centrale d’Energie Electrique, La Société d’Elec- 
tricité de Rosario, La Compania Hispano-Americana de Elec- 
tricidad, Les Tramways et Electricité de Constantinople, Les 
Compagnies Réunies Gaz et Electricité de Lisbonne, La Société 
d’Electricité et de Mécanique (Procédés Thomson-Houston 
et Carels), L’Union d’Electricité, La Compagnie Electrique de 
la Loire et du Centre, and, as well, in the Société Financiere 
de Transports et d’Entreprises Industrielles. 

Another French company associated with the Belgian 
Société Financiére is the Société Générale d’Entreprises, Paris. 
Its activities extend throughout all of France, into the colonies, 
and into foreign countries, Its extensive projects for electri- 
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fication, in execution as well as on paper, mark it as essentially 
a development company. 

The Crédit Mobilier Francais originally conducted purely 
an investment trust business; but, as with the majority of 
other Continental financing companies, banks, and investment 
trusts, its earlier activities have been considerably modified. 
It is now an issuing house, and does, as well, an extensive 
business in reorganizing industrial undertakings and banks. 

The last named of these Paris companies has raised its 
capital purely by the sale of stock. The Société Générale 
d’Entreprises, whose balance sheet for June 30, 1924, appears 
in Appendix D, has a considerable volume of bonds outstand- 
ing. Unfortunately, none of these French companies publishes 
a list of its investments. 


Other Countries—SwitzERLAND.—Much time could be 
profitably devoted to the study of Swiss contributions to in- 
vestment trust technique. In that country, as in Belgium, 
financing investment trusts have assumed great importance, 
although there are few peculiarities in Switzerland which 
warrant additional detailed treatment within the limited scope 
of the present study. 

It is of interest, however, to glance at several Swiss com- 
panies which are representative of developments in that coun- 
try, and which afford good illustration of the means employed 
by this thrifty little nation in mobilizing and exporting her 
capital. One of the most interesting financial corporations, 
whose operations approximate those of an investment trust 
rather than a financing concern, is the Société Financiére 
Franco-Suisse, from whose statutes the following articles are 
translated : 


Socrét& FINANCIERE FRANCO-SUISSE 
ARTICLE 2 


The Company has for its principal purpose the purchase and sale 
1. Of obligations of states, cities or communes; 
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2. Of bonds or notes issued by railway companies enjoying an 
annual mileage or other guaranty given by a government; 

3. Of bonds of land banks and kindred institutions, or of rail- 
ways, based upon a legally attested mortgage lien. In any 
case, as regards this last category, investments therein shall 
not exceed a quarter of the entire investments of the Com- 
PANY. sie + 

ARTICLE 12 

The Company may issue its own obligations at the discretion of 
its Administrative Council, and in the proportion fixed by them. The 
funds so obtained shall be utilized exclusively for the purchase of 
securities of the second category in Article 2, and the latter shall serve 
as collateral for the service of the loans. 

These securities shall accordingly be deposited with banks or 
credit establishments designated by the Administrative Council as a 
guaranty for the aforesaid loans and under conditions determined upon 
at the time of each issue. At the most, the total amount of funded 
loans may not be greater than 150 per cent of the subscribed capital. 


The Société Financiére Franco-Suisse has a subscribed 
capital of Swiss Francs 20,000,000, of which but one-fifth 
has been called. The bonds (4%) outstanding total Francs 
18,000,000. The portfolio consists of government and munic- 
ipal obligations and public utility and railway bonds repre- 
senting about fifty different issuers. These circumstances 
account for the difficulties of the company since 1913, after 
which year the pre-war dividends of 20% or over (20% in 
IQII, 221%4% in 1912 and 20% in 1913) dwindled to nothing. 
Added to the natural disadvantages of maintaining exclusively 
an interest-bearing portfolio during periods of high money 
rates and credit stringency, have been the further complications 
of exchange fluctuations and temporary default affecting ad- 
versely the yield and market valuation of the Company’s heavy 
holdings in Turkish, Serbian, Bulgarian, and French issues. 
Commendable steps are now being taken to purchase annually 
a proportion of the unduly heavy bonded indebtedness, while a 
great part of the current income has been used in recent years 
to offset the further decline in market value of investments 
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held. The Company is now affiliated with the Union Financiere 
de Genéve, which is a typical banking and financial corporation. 

Like the Société Financiére Franco-Suisse, the Société 
Franco-Suisse pour I’Industrie Electrique has been sensibly 
affected by exchange fluctuations. At the end of 1923 a sum 
exceeding Swiss Francs 18,400,000 stood in its exchange de- 
preciation account on the assets side of the balance sheet, de- 
spite the fact that its investments showed sufficient international 
diversification in ‘that year to compensate, in issues of certain 
currencies, the depreciation in other issues due to adverse ex- 
change fluctuations. As its name indicates, the company 
operates primarily as a promotive investment trust in the 
electrical field. Its portfolio is largely in common shares, and 
represents primarily an interest in ten Swiss and twelve foreign 
undertakings. In 1923 a capital of Swiss Francs 25,000,000 
had been paid in, and a net bonded indebtedness of approxi- 
mately Francs 32,500,000 was outstanding. 

Among the Swiss financing companies and investment 
trusts there are several whose interests have been more par- 
ticularly in the United States and Canada. The following is 
translated from the statutes of the Société Financiére pour 
Entreprises Electriques aux Etats Unis: 


ARTICLE 2 


The society has for its objects to engage, in all countries, and 
more especially in the United States, for its own account, for the 
account of others, or in participation with others, in all operations, 
affairs or enterprises, commercial, financial or industrial, all enterprises 
of public utility, and in particular those pertaining to the Be ac 
of lighting and electrical power. 


This Company has been interested in the American and 
Foreign Power Company (created under the auspices of the 
Electric Bond and Share Company), and the Pacific Gas and 
Electric Company; and has had a number of resident directors 
in New York. The Société Financiére Suisse-Américaine is 
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heavily interested in our country, as the following tables, taken 
from its report for the calendar year 1923, show: 


SociET& FINANCIERE Suiss—E AMERICAINE 
December 31, 1923 


Geographical Distribution of Investments 
% Proportion of 


Portfolio 

North America. . Saal SON RO WIRS hr, MEY a7 1500 BROS 
Mexico. . ee a ns 290, 602 1.95 
Argentine ‘Republic. . eA war 858,000 6.15 
PIMA E PET IAL 8p aries Sa. mints varie Oboe 549,900 3.95 
WERE ioc, tie Sins Coe 7,294,200 52.00 
MECOARL Sas iaic, « scan ae es OS 14,030, 202 100.00 


Distribution by Type of Security 
% Proportion of 


Portfolio 
tndustraland othemhbondsta.. ascase cae cece Pate SOROS 
Railway bonds. . BS Men Brat aaa aarie Lewa eS 
Government obligations. . Ah tid hora ie TON OO. 
Preferred Stocks: see ee eae a Oe eR 6.45 
common Stocks) oe ee eee ios sete as amet 

100.00% 


The paid-in capital of the Société was at this time Swiss 
Francs 1,650,000, an amount of Francs 6,600,000 not having 
been called to this time; whereas bonds outstanding reached 
the proportionally heavy figure of approximately Francs 
12,000,000. 

It would be of interest, if space permitted, to classify the 
financing investment trusts of Switzerland according to the 
fields of their special interest. There is, for instance, a group 
interested particularly in industrial participations, such, for 
example, as the Aktiengesellschaft fiir Industriewerte, whose 
portfolio consists of shares in some eleven metallurgical estab- 
lishments, the same nunrber of companies engaged in the trade 
in iron and steel products, about a dozen chemical and dye 
concerns, and a few miscellaneous industries. Several others 
specialize in investments in certain industries or areas as fol- 

lows: 
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Outstanding Capital 


Shares Bonds 
(1) Electrical Industries: 

Société Financiére Italo-Suisse . Swiss Fr. 11,348,000 
“Watt” Aktiengesellschaft fiir elek- 

trische Unternehmungen in Glarus 8,538,500 7,000 , O00 
Elektrizitats-Gesellschaft, Alioth. 6,000,000 3,000,000 
Banque Pour Entreprises lectriques 

a Zurich. . I12, 783,000 
“Motor” Société Anonyme pour les 

Applications de Jl Electricité a 

Badetra(Sursse) tee vaceccu taste 36,000,000 45,000,000 
Schweizerische Gesellschaft fiir elek- 


trische Industrie in Glarus. ...... 24,000,000 


(2) Transportation Enterprises: 
Bank fiir Transportwerthe, in Glarus Swiss Fr. 10,000,000 30, 000 , C00 
Banque des Chemins de fer Orientaux 
BULGTIC I eee Meike ct se hala cea 35,000,000 36,749,000 


(3) Geographical Areas: 
Société Financiére Pour L’Industrie 


au Mexique. Swiss Fr. 7,500,000 
Société ences: Pour L’Industrie 
PU CER CETI ED tS. 5 2 oath Sah ne cae ie 5,000, 000 


(4) Broad Investment Range: 


Union Financiére de Géneve....... Swiss Fr. 12,000,000 
Schweizerische Gesellschaft fiir An- 

lagewerte in Basel.............. 5,000, 000 24,050,000 
Schweizerische Bank fiir nae 

anlagen, Ziirich . 7,500,000 II, 600,000 
Schweizerische Eisenbahnbank. . 10,000,000 20, 430,000 


GERMANY.—Any student familiar with German banking 
will not be surprised to learn that investment trusts in the strict 
sense are of comparatively little importance in that country. 
The huge expansion of domestic enterprise since 1890 has 
called for the investment of the greater part of the savings 
of the German people in their own industries. The domi- 
nating position of the great banks and their allied provincial 
groups has necessarily resulted in the close connections obtain- 
ing between them and the controlling and holding companies, 
and promoting, financing and investing corporations by means 
of which, in part, they have extended their hold upon 
the economic life of the nation. Such developments are only 
natural in those Continental countries experiencing great in- 
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dustrial expansion ; and it is hardly to be expected that foreign 
financing through the instrumentality of investment trusts or 
similar companies will take place on a large scale until there 
exists a comfortable margin of capital for employment else- 
where, and a fair opportunity to use this capital safely, and 
comparatively profitably, in other lands. This is not a valid 
reason, however, for failure to develop investment trusts on a 
large scale primarily for domestic financing. 

It should be noted that Germany has had recourse to the in- 
vestors of Switzerland in raising capital both for foreign and 
domestic undertakings especially in the field of public utilities. 
Organization of financing companies, by German initiative 
and under German leadership and control dates in that country 
from 1895, when the Bank fur Electrische Unternehmungen 
was organized at Zurich. The backing German interests were 
mainly represented by the Allgemeine Elektrizitats Gesellschaft 
of Berlin, the Deutsche Bank, and the Berliner Handelsgesell- 
schaft. German enterprise in Switzerland also took the form 
of enlisting the co-operation of Swiss institutions, which, like 
the Crédit Suisse, assumed nominal leadership. Other illustra- 
tions might be given of this means of extending influence by 
foreign financial devices, as, for instance, the organization in 
1896 of the Schweizerische Gesellschaft ftir Electrische In- 
dustrie, by the German Siemens Halske A. G.; while those who 
have followed the absorbing story of Italian industrial progress 
in the days since the Risorgimento know to what an extent 
German capital, organizing genius, and control manifested itself 
in pre-war days. It has been said that the Banca Commerciale 
Italiana, greatest of Italian banks, and heavily interested in 
large-scale industry of that country, was developed to a con- 
siderable extent by German brain and leadership. It is now, 
however, a thoroughly Italian institution. 


CHAPTER XIII 
AMERICAN FINANCING COMPANIES 


Cardinal Principles of the Investment Trust Long 
Applied—In limiting the scope of the present volume by 
offering a concise definition of the “Investment Trust,” the 
following characteristics were dwelt upon in Chapter I: (a) 
the raising of capital by sale of shares, or of shares and bonds, 
for the purpose of investment in (b) so widely diversified a 
list of securities that (c) the different holdings do not repre- 
sent participation in management and (d) the composition of 
the portfolio may be altered in part or in whole as circumstances 
warrant. Each of these basic principles is familiar to us in 
the United States in numerous forms. It is only the com- 
bination of them all in the investment trust which is a com- 
paratively recent development. 


Diversification of Risk.—Illustrations will occur to the 
reader of the application of principles of risk diversification 
in a variety of American institutions. The majority of our 
commercial banks are not permitted to purchase stocks,’ but 
they do invest large sums in bonds, notes and warrants, very 
frequently with a considerable spreading of risk. Savings 
banks and trust companies, the latter particularly in connec- 
tion with the management of estates and the care of trust 
funds, gain security not only in acquiring investments of the 
types specified in regulatory laws, but also in effecting variety 
within this narrower range of choice. Insurance companies in 
every field have been referred to, on occasion, as quasi-invest- 
ment trusts. It is of interest to know, by way of illustra- 


1Under the National Banking Act, national banks are not permitt 
chases and standards of state laws tend to conform to the nationeh: Ripper tarps lene os 
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tion, that the Home Insurance Company, one of the larger 
undertakings in the field of fire insurance, has investments 
consisting of issues of more than three hundred corporations, 
governments, municipalities, or provinces, with a market value 
at the end of 1924 exceeding $70,000,000. The assets of most, 
if not all, insurance companies consist for the greater part of 
their outside investments, and the dividends payable upon their 
shares, or profits distributed to policyholders in mutual com- 
panies, are dependent in large measure upon the skill and care 
with which their capital and premium income are invested and 
reinvested. The fact that in many jurisdictions the invest- 
ments of insurance companies are regulated by law is a disad- 
vantage, as compared with the investment trust, under which 
they conduct this part of their business; while an examination 
of the investments of American insurance companies, mainly in 
mortgages, mortgage bonds and loans to policyholders, suggests 
the greater flexibility, distribution and yield of the larger part 
of a typical investment trust’s holdings. 

Whether secured by deposits, trusteeships, or premiums for 
insurance, the money of the American public has been for many 
decades the more safely employed by diversification in invest- 
ment, made possible through combining capital of the many 
under different forms and for different purposes. 


Raising Funds for Reinvestment.—Many examples might 
be cited illustrating application in the United States of other 
investment trust principles. Particularly by means of real 
estate and farm mortgage companies, the public has become 
familiar with the practice of raising capital for purposes of 
reinvestment. Many of these are more than intermediaries 
in the placing and distribution of mortgages. They also sell 
their own bonds, securing them by the deposit of purchased 
mortgages with trust companies, which thus guard the interests 
of the new creditors. This means of placing mortgage loans 
through public subscription has been popularized during recent 
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years by the offer of bonds of smaller denomination and of 
coupon notes of convenient amounts and maturities. 

Application of the investment trust principle to short-term 
credit operations is illustrated by “Commercial Investment 
Trust Corporation” of New York. Cumulative First Pre- 
ferred Stock bearing 7% has been issued, as well as a large 
block of common without par value. “The corporation’s 
consolidated assets consist almost entirely of cash and receiv- 
ables which are constantly liquidating into cash.” (Quoted 
from prospectus.) Also, “The business in large part consists 
of financing manufacturers and merchants by purchasing evi- 
dences of indebtedness arising from the sale of a large variety 
of nationally marketed products such as automobiles, electrical 
appliances and machinery. A large portion of the transactions 
differ from the usual bank loan or discount in that they repre- 
sent the purchase of obligations resulting from the completed 
sale of merchandise for moderate amounts to a large number of 
purchasers throughout the United States.” 

The term ‘consolidated assets” is used at the beginning of 
the above quotation to designate the assets of certain subsid- 
iaries, especially the “Commercial Investment Trust, Incor- 
porated,’ whose stock the “Commercial Investment Trust Cor- 
poration” was really formed to acquire and to hold. The latter, 
being, therefore, technically a holding company, is organized 
under the general incorporation laws of the state of Delaware; 
while the former, which does approximately 90% of the present 
business of the Corporation, operates under the Investment 
Section of the New York State Banking Law. Other sub- 
sidiaries are the Canadian Acceptance Corporation, Ltd., and 
the Mercantile Acceptance Company. The reader will think of 
other similar discount and commercial credit companies for 
which the rapid development of installment purchasing in the 
United States is creating so wide a field of operation. 

“In theory,” says Elisha M. Friedman, in his “International 
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Finance and Its Reorganization,” “the War Finance Corpora- 
tion operated like the European investment trusts. It took the 
obligations of the American exporter, backed by the paper of 
the European importer, endorsed by his bank and guaranteed 
by his government. On the other hand the corporation expected 
to obtain additional funds through the sale of its own deben- 
tures, the first series of which amounted to $200 million, and 
were issued in 1919 (though not under the amendment author- 
izing the promotion of exports).”’ 


Agricultural Credit Institutions—So important is the 
problem of agricultural credit that several American states, 
as well as the Federal government, have sought to extend the 
application of these methods of raising long-term capital by 
providing greater security to the investor and thereby broad- 
ening the potential market for farm mortgage debentures. 
Tentative plans have been proposed during recent months for 
the organization of an American corporation which would 
broaden the market in this country for German mortgage bonds 
on farm property, particularly for the obligations of the Ren- 
tenbank, which is now largely a land mortgage institution, by 
purchasing the same, and either reselling them or issuing bonds 
specifically secured by such collateral as well as the capital and 
surplus of the American company. A number of common- 
wealths have enacted laws permitting the establishment, under 
peculiarly favorable circumstances, of co-operative loan associa- 
tions not unlike those operating within the Federal Farm Loan 
system. Provision has furthermore been made for the crea- 
tion of land banks, under the egis of the states, whose stock 
is held by these associations. The latter grant loans to their 
members upon the proper execution of the mortgages, and 
redeposit these with the land banks, which are at liberty to make 
partial use of the credit of the state by issuing their own bonds 
secured by deposit of the original mortgages with the state 
comptroller, or a similar designated officer. 
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MortGAGE Bonbs oF FEDERAL Farm Loan SystEM.—Be- 
tween the quasi-co-operative farm loan systems to be found in 
several American states and the Federal Farm Loan system 
are differences rather of detail than of principle. The twelve 
Federal institutions, modelled in certain respects after the Fed- 
eral Reserve banks, and acting under the general control of the 
Federal Farm Loan Board, have raised over $600,000,000 for 
agricultural borrowers by marketing their ‘“‘farm loan bonds,” 
which are debentures secured by the deposit of acceptable 
mortgages with the Farm Loan Registrar of the district. These 
mortgages are negotiated at first by “national farm loan associ- 
ations,’ which are co-operative local groups of farmers organ- 
ized for the purpose of opening conduits to the capital reser- 
voirs of the Federal banks. 

In his “Financial Organization of Society,’ Harold G. 
Moulton says: 


The bonds that are issued against the farm mortgages as collateral 
are the direct obligation not only of the Federal Land bank that issues 
it but of the entire twelve land banks jointly. Since the investments 
of these banks necessarily consist primarily of real-estate mortgages 
and since, for the system as a whole, these mortgages are drawn from 
every part of the country, it will be seen that the risks of the Federal 
Land bank system are very widely distributed. The law also provides 
that of the capital of the Federal Land banks for which stock is out- 
standing in the name of farm loan associations, 25 per cent must be 
held as quick assets, in the form of cash in vault, deposits in member 
banks of the Federal Reserve System, or in readily marketable securi- 
ties approved by the Federal Farm Loan Board. Of these, not less 
than 5 per cent must be United States government bonds. Each Fed- 
eral Land bank, given conservative management in conformity with 
the law, is therefore practically certain to be in position to meet its 
obligations as they mature. Certainly there would appear to be little 


chance that the system as a whole would not be able to meet its 
obligations in full. 


It will be noted that the Federal Farm Loan Registrar bears 
the same relationship to the issuance of Farm Loan bonds as the 
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Federal Reserve Agent does to that of the Federal Reserve 
notes. 

There are also some sixty “Joint Stock Land Banks” work- 
ing under Federal charter. These are private institutions, 
although their debenture bonds are similarly secured by the 
deposit of mortgage collateral with the Federal Farm Loan 
Registrar. Their bonds are engraved by the United States 
Treasury Department, as are those of the Federal Farm Loan 
banks, but in form and color they are quite distinct. The total 
debenture bond issues of the privately owned Joint Stock Land 
banks may not exceed fifteen times the amount of capital stock. 
The limit is twenty times with the Federal Land banks. 


Pusiic Utitity Financine.—It is in the field of public 
utility financing that the American public is perhaps most 
familiar with the many means of providing capital through 
issuing, promoting, controlling and holding companies. The 
above-mentioned methods utilized for providing long-term ag- 
ricultural credit find their counterpart, for instance, in cor- 
porations selling their own bonds secured by hypothecated pub- 
lic utility securities. 

The Electrical Securities Corporation, for instance, a sub- 
sidiary of the General Electric Company, has from time to 
time issued series of Collateral Trust Sinking Fund Bonds, 
secured by collateral of public utility securities. In all, twenty 
such series have been issued, with an aggregate principal 
amount of $15,500,000. The Corporation has outstanding 
$1,000,000 in 5% Cumulative Preferred stock, and $2,500,000 
Common stock, all owned by the General Electric Company. 

The International Power Securities Corporation (formerly 
the Italian Power Company), a company chartered in Dela- 
ware in 1923 with an authorized and subscribed capital of 
$5,000,000, has offered in the American market several issues 
of this sort, namely : 
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$2,000,000 in 614% Collateral Trust Gold Bonds matur- 
ing in 1928 and secured by an equal amount of 
acceptances of the Edison Electric Company 
of Milan, bearing the same interest and 
maturity. 

$10,000,000 in 614% Secured Gold Bonds, secured by 
$10,000,000 Closed First Mortgage on all 
Hydro Electric plants of Edison General 
Italian Electric Company, Milan. Due in 1955. 


$4,000,000 in 614% thirty-year Collateral Trust Gold 
Bonds secured by a like amount of External 
Gold Bonds of the Union d’Electricité, Paris, 
bearing the same rate and carrying the same 
maturity. 


$5,000,000 in Ten Year 7% Secured Gold Bonds, due 
1936, secured by an obligation of the Italian 
Gas Company, Turin, and carrying stock pur- 
chase warrants in the latter. 


It is the object of the corporation “primarily to acquire after 
careful investigation securities and obligations of leading elec- 
tric light and power companies operating in the United States 
and foreign countries.” There is no doubt that such methods 
of finance will be increasingly applied at home and abroad, to 
the direct advantage of American trade and in the interest of 
a broader international distribution of American capital. 

The raising of funded capital by the hypothecation of secu- 
rities, or other money claims, and the investment in bonds, 
stocks and mortgages of funds obtained by the sale of shares 
are, therefore, of common application in America. Such under- 
takings as we have just been discussing, however, lack, among 
other characteristics of the investment trust, the spreading of 
risk, which is the very foundation of investment trust polity. 

It is of interest to observe that the Italians are themselves 
resorting more and more to these methods of raising capital 
in the domestic market for the financing, particularly, of hydro- 
electric developments. A kind of Italian equivalent of the 
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International Power Securities Corporation is the Istituto di 
Credito per le Imprese di Pubblica Utilita (Credit Institution 
for Public Utility Enterprises), organized in 1924 with head- 
quarters in Rome. The capital of the latter (paper Lire 100,- 
000,000) has been largely raised by subscriptions of national 
savings banks, insurance offices and public loan agencies; and 
the first emission of collateral trust bonds (“obbligazioni ipote- 
carie’’) was made in the spring of 1925 for an amount ot Lire 
150,000,000, bearing interest at 6%, and to be amortized within 
thirty years. These bonds have a par value of Lire 500 and 
were offered to the public at Lire 477.50 by a syndicate com- 
posed of all the greatest commercial and savings banks of 
Italy. This first funded borrowing of the Istituto di Credito 
corresponds in amount to sums loaned to the following hydro- 
electric and public utility enterprises: Societa Imprese Elettriche 
Conti; Societa Idroelettrica Veneta; and the Societa per l’Indus- 
tria e l’Elettricita “Terni.” The aforesaid bonds therefore are 
protected by the mortgage liens held by the Istituto upon the 
plants of the debtor companies, but also by the capital and re- 
serves of the issuer, whose unconditional obligations they are. 
To assure adequate protection in lending operations, the 
Istituto advances, at the most, 50% of the value of the mort- 
gaged plants, and interest on, and amortization of, its own 
obligations proceeds pari passu with payments of the debtor 
public utility enterprises. The bonds of the Istituto are classed 
among those upon which the Banks of Emission are authorized 
to make loans, and are regarded as gilt-edged investments 
in Italy. 


Holding Companies.—A greater diversification is fre- 
quently found among American holding companies, which were 
for a time in the United States the characteristic vehicle of 
business combination. They accomplished their aims of wield- 
ing central control over the affairs of formerly competing 
companies, not only by exchanging their shares (and occasion- 
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ally their bonds) for the shares of other corporations, but also 
by purchasing outright such shares and financing these acquisi- 
tions through the placing of their own bonds or stock on the 
market. The most important holding companies now to be 
found in the United States are in the public utilities field. 
Many of these own power and light companies serving a 
considerable geographical area, and are active financing and 
operating enterprises rather than mere agencies of group 
control. 

In fact, the growth of public utility financing and managing 
companies forms one of the most absorbing chapters in Amer- 
ican financial history. In expanding its sphere of influence, 
many a holding company has acquired subsidiary undertakings 
in regions so diversified in climate, population, industries and 
resources as to lend stability to the joint enterprise, and 
facilitate the raising of capital in the nation’s chief money 
markets. Furthermore, economies of large-scale buying, and 
of highly competent technical direction, have thus, through 
these vast co-operative endeavors, extended cosmopolitan serv- 
ices to outlying communities, 

Illustrations might be cited covering the entire vast network 
of electric and gas, power and light, services in the United 
States, but the reader will at once think of such representative 
holding and managing companies as the following: 

The Utilities Power and Light Corporation owns systems 
operating in Rhode Island and New Jersey and four middle. 
western states, among them being the Interstate Power Com- 
pany and the Eastern New Jersey Power Company. 

The United Light and Power Company carries this 
announcement of its history and business in a_ recent 
prospectus : 


The history of the business now carried on by The United Light 
and Power Company has been one of steady growth and progress for 
the fifteen years since its inception. The predecessor Company, ab- 
sorbed by The United Light and Power Company, at its inception (in 
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1910) controlled public utility companies with Gross Earnings of only 
$861,600, which earnings have since grown to exceed $35,407,000, for 
the twelve months ended June 30, 1925. The communities served by 
the combined properties total 289 and include such important cities as 
Kansas City, Mo.; Columbus, O.; Davenport, Iowa City, Cedar Rapids, 
Ottumwa, Fort Dodge and Mason City, Iowa; Lincoln, Neb.; Rock 
Island and Moline, Ill.; Chattanooga, Tenn.; and La Porte, Ind. The 
aggregate population served is in excess of 1,750,000 and of the com- 
bined Gross Earnings over 80% is derived from the sale of electric 
light and power, manufactured gas, and from miscellaneous sources, 
including the sale of gas and electric appliances. Among the principal 
companies controlled by The United Light and Power Company are 
Kansas City Power and Light Company and The Columbus Railway, 
Power and Light Company (Subsidiaries of Continental Gas & Elec- 
tric Corporation) and The Tri-City Railway and Light Company. 
The properties of Continental Gas & Electric Corporation and its 
Subsidiaries were added to The United Light and Power Company’s 
system in 1924 and have increased the facilities of the system to the 
following aggregates: 330,000 K.W. of electric generating capacity, 
2,436 miles of transmission lines, over 6,230 miles of distribution cir- 
cuits, 18 gas plants, 931 miles of gas mains, 368 miles of street railway 
and interurban track and over 450 passenger and freight cars. 


The Associated Gas and Electric Company, a New York 
corporation, controls directly or through its affiliated or subsid- 
iary companies, including the Pennsylvania Electric Corpora- 
tion, systems in eleven eastern states and the City of Manila. 
The total investment in these operating properties, which are 
supervised by the J. G. White Management Corporation, is 
estimated at $175,000,000 or more, and the company states that 
“The geographical distribution of these properties and the 
diversity in urban and semi-rural business are significant factors 
of stability.” 

The National Public Service Corporation has as its most 
important subsidiary the Jersey Central Power and Light 
Company, itself an earlier merger of several public utilities. 
The corporation controls four other systems and in all serves 
about one hundred and eighty communities in Pennsylvania, 
New Jersey, North Carolina, and Florida. 
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The Middle West Utilities Company, a holding corporation 
organized under the laws of Delaware, affords another excellent 
example of intercorporate merging of control. It owns the 
Central and Southwest Utilities Company, a holding corporation 
organized under the laws of Delaware which in turn is to hold 
a large proportion of the common shares of the Public Service 
Company of Oklahoma, the Chickasha Gas and Electric Com- 
pany of Oklahoma, the American Public Service Company, the 
Central Power and Light Company, and the Southwestern 
Securities Company. The latter has majority holdings in the 
Southwestern Gas and Electric Company. 

Cities Service Company directly or indirectly owns a 
majority of common stock in more than sixty public utilities 
(electric light and power, gas, heat, water, ice and street rail- 
ways), and more than forty companies engaged in oil produc- 
tion, refining, transportation and marketing. 


Acquisition of Foreign Interests by the Public Utility 
Holding Company.—In view of the surprising development 
of public utility holding companies in the United States, it is 
not strange that several have been created for the purpose of 
operating systems in foreign fields. Among them is the 
American and Foreign Power Company, Inc., organized as a 
Maine corporation on December 19, 1923, and showing the 
following balance sheet on December 31, 1924: 


ASSETS 
MIVESCEAECNILSy cichgcey eis crak ats wie clr os aecuinre ceRIee ee ee 8,865,432. 
Current Assets: iy ras 
aS ete itete i Uv aysrbiei sisi werate 5 xtorak ie $ 746,611.20 
Notes and Loans Receivable.......... II5,000.00 
Accounts Receivables... 2 ss scec ase oad 96,569.50 
SPEDAMIGL AXES, eRisike re otic creas Greek 15,045.17 


ER oare teishisieia aio s owe 5 ee poe ne 973,825.87 


contra below 
Tnvestigations 5.534 Wyse Wis ohasysa'e ene, BSR 59,302.86 


$49 , 898, 560.78 
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Capital stock (no: par value) Sseeock sok cece odevics oe ce 6, 66. 
Represented by 256,731 Shares of Preferred Stock, 120,000 aE ect 
Shares of Second Preferred Stock and 920,000 Shares of 
Common Stock (To be issued— 
143,269 shares of Preferred Stock upon the payment 
of $13,753,873.80—see contra above) 
Current Liabilities: 
Dividends Declared Med ores — 2 ah 5) $ 425,439.03 


Notes and Loans Payable. . sass | 2£,070,,000.00 

Accounts Payable. . Peat ae 435 354-53 

Accrued Accounts Payable sala shane eas eee 240,749.79 
LOtALC Teo aaah oe wc ate neon e eae te aeee te 2,180,543.35 
RESPEVES Doe tritls, ozs. ‘Qioae Atddeyete SUMS ee aie ose 166,609.54 
RIEDIS Sole ors ontics s. «vic ok Sistas Teepe eae aie eae 815,641.15 
SROPAL SS tin oc cre ao eae e arcate Re aes ies ie $49 , 898, 560.78 


The item “Investments” represents for the most part hold- 
ings in foreign subsidiary power and light companies operating 
mainly in Panama, Guatemala, Cuba and Ecuador. The com- 
panies controlled, directly or indirectly, by the American and 
Foreign Power Company are as follows: 


Panama Power & Light Corporation 
Compania Panamefia de Fuerza y Luz 
Panama Electric Company 
Compania Panamefia de Telefonos 


Empresa Guatemalteca de Electricidad, Inc. 
Empresa Electrica de Guatemala 


Compania Cubana de Electricidad, Inc. 

Compania Cubana de Electricidad, S. A. 

Compania de Electricidad de Cardenas, S. A. 
Compania Electrica de Cienfuegos, S. A. 

Compania de Servicios Publicos “Madrazo,” S. A. 
Compania Electrica de Alumbrado y Traccion de Santiago 
Oriente Interurban Electric Company, Inc. 
Compania Cubana de Hielo, S. A. 

Camaguey Electric Company, S. A. 

Compania Electrica Oriente, S. A. 

Guantanamo Electric Company 

Compania de Servicios Publicos de Matanzas, S. A. 
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Compania Hidro Electrica de Matanzas, Sa Ag 
Compania de Electricidad de Sagua la Grande, S. A. 


Several of the properties represented in the above list were 
acquired, prior to the organization of the American and Foreign 
Power Company, by the Electric Bond and Share Company, 
which made several purchases at favorable exchange rates and 
anticipated a development of power and light business in Cen- 
tral America without the restrictions of increasing public regu- 
lation. The Electric Bond and Share Company which owns or 
supervises groups including fully a hundred or more subsidiary 
public utility and related enterprises, created the American and 
Foreign Power Company for the purpose of managing these 
Central American interests, and holds a majority of its voting 
stock, the second preferred stock referred to in the balance 
sheet reproduced above being practically entirely owned by the 
parent company. 

Also in the related fields of public utility manufacture the 
American financing and holding company has a foothold in for- 
eign countries. A good example is the International Western 
Electric Company, recently sold to the International Telephone 
and Telegraph Company. Among the former’s associated for- 
eign companies are over twenty foreign manufacturing enter- 
prises in as many different countries. 


“Financing Investment Trusts” Defined.—Within the 
broader category of “financing companies” we may now per- 
haps, without being too academic, distinguish a type to be 
known as “‘the financing investment trust.” We have seen that 
the International Power Securities Corporation, a financing 
company and therefore possessing the characteristic (a) of the 
investment trust given at the outset of this chapter, does not 
have the diversification in portfolio, and the other character- 
istics there posited. The public utility holding companies do, 
many of them, show characteristics (a) and (b), that is, they 
are financing as well as operating companies enjoying consider- 
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able diversification in their investments. They do not, how- 
ever, possess characteristic (c), for they control their many 
subsidiary enterprises, or are at least intimately concerned with 
their direction. Such financing companies partake in part of 
the nature of the investment trust; and especially as there may 
arise in the United States investment trusts of a hybrid char- 
acter, combining a great deal of investment with a certain 
amount of financing, it may be wise to distinguish a species 
of investment trust, or a quasi-investment trust, within the 
great family of the promoting, holding, financing and operating 
company. 

A “financing investment trust’”’ may be defined as a company 
whose capital, raised mostly by the sale of shares and bonds, or 
of shares alone, is used to a considerable extent in financing 
enterprise by acquiring appreciable, if not controlling, interests 
in various business undertakings; but which seeks to minimize 
risk by a reasonably wide distribution of these interests. As 
contrasted with the “investment trust’ in the narrower sense, 
the “financing investment trust,’ or “financing company,” is 
intimately concerned with the success or failure of various 
fabricating or trading companies in which it has taken a par- 
ticipation, whether by purchase of shares, by direct extension 
of credit, or by other means. The investment of its capital 
results, in the eyes of its managers, in substantial claims to busi- 
ness profits of certain enterprises which it is particularly inter- 
ested in promoting, rather than in broadly diffused rights to 
interest and dividends in a great number of undertakings over 
which no control is exerted and with which no intimate rela- 
tions subsist. Hence an alternative title of “promoting invest- 
ment trusts,’ for with companies of this kind the point of view 
in investment is rather potential earning power under active 
new management than past dividend record or present market 
standing. The term “Continental investment trust’ might also 
be employed, as practically all investment trusts on the Con- 
tinent are of the financing type. Further than this it is not 
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feasible to carry the distinction, for variations are many in 
organization and polity, and it is sufficient to be able to allocate 
any company as belonging approximately to one or another of 
these two broad groups.” 


Etectric Investors, INCORPORATED.—Reverting again to 
the General Electric, and Electric Bond and Share Corporation 
family, it may be of interest to note another subsidiary of the 
latter which more closely approaches the investment trust than 
any of the foregoing, namely, the Electric Investors, Incorpo- 
rated. The following statement of its purposes is taken from a 
recent prospectus : 


Electric Investors Inc. was organized under the laws of the State 
of Maine in September, 1924, and on December 1, 1924, was consoli- 
dated with the Electrical Utilities Corporation which had been doing 
a similar business since 1909. 

The main purpose for which the Company was organized is to ac- 
quire and hold securities of public utility companies as diversified 
permanent investments. In addition, it has holdings in the securities 
of a number of other corporations. The revenue of the Company is 
principally derived from dividends and interest received from securities 
owned. The Company has also received income from underwritings 
and from profits realized from the sale of certain of its holdings. 


The Company’s largest holdings include securities of the following 
prominent utility companies, a number of which are supervised by the 
Electric Bond and Share Company: 


American Gas and Electric Company Consolidated Gas, Electric Light & 


American & Foreign Power Co. Inc. Power Company of Baltimore 

American Power & Light Company Daido Denryoku Kabushiki Kaisha 

American Superpower Corporation (Japan) 

American Water Works & Electric Electric Power & Light Corporation 
Co. Ine. International Telephone & Telegraph 

Carolina Power & Light Company Co. 


Columbia Gas & Electric Company Lehigh Power Securities Corporation 
Commonwealth Power Corporation Middle West Utilities Company 


2 The definition of the ‘‘stock conversion company” is left to the next chapter. This is 
easily distinguished from either of the other types because of the fact that it is yh no wea 
active company and represents merely an issue of participating shares against stocks in a se- 
lected list of companies irrevocably deposited with a trustee. 
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National Power & Light Company Southeaster1 Power & Light Company 
New England Telephone « Telegraph Southern California Edison Company 


Co. United Gas & Electric Corporation 
New Orleans Public Service Inc. United Light & Power Company 
North American Company Western Power Corporation 


Northern States Power Company 
Pacific Gas & Electric Company 
Public Service Corp. of New Jersey 


The Company also has holdings in other utility companies and in 
a number of other corporations, including Irving Bank-Columbia Trust 
Company, General Electric Company and Union Carbide and Carbon 
Corporation. 


The investments listed above are in many of the most representative 
and thoroughly seasoned utility companies, covering practically every 
section of this country. The total population served by the American 
companies is estimated to be in excess of 36,000,000. Gross earnings 
of these companies for the past year totaled about $700,000,000. The 
territorial distribution of investment is unusually wide as the American 
companies listed above derive their income from operations in no less 
than forty-four of the forty-eight states. The corporate distribution 
of investment is also unusual, almost every type of public utility com- 
pany being represented in the above list. Thus the factor of diversity 
of risk is exceptional. The industrialized eastern sections of the coun- 
try are served by American Gas and Electric Company, Lehigh Power 
Securities Corporation, Public Service Corporation of New Jersey and 
New England Telephone & Telegraph Company. Southern states 
which border on greatly increasing industrial activity, are served by 
Carolina Power & Light Company, National Power & Light Company, 
Southeastern Power & Light Company and New Orleans Public Ser- 
vice Inc. Much of the Middle West with its great diversity of manu- 
facturing interest and agricultural importance is provided with its elec- 
tric service by Commonwealth Power Corporation, Middle West Utili- 
ties Company, North American Company, Northern States Power 
Company and United Light & Power Company. American Power & 
Light Company and Electric Power & Light Corporation have prop- 
erties in the fast growing Southwest and the West, while the most 
important sections of California are served by Pacific Gas & Electric 
Company, Southern California Edison Company and Western Power 
Corporation. 


Electric Investors has no funded debt, its present capital con- 
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sisting of 32,395 shares of cumulative preferred paying $7 
annually, 50,000 shares of cumulative preferred yielding $6 
annually, 260,262 shares of common stock, also without par 
value, and subscription receipts for 514,749 further shares of 
common, on which a payment of at least ten per cent of the 
subscription price has been made. Voting power rests in the 
common stock, and further profits of promotion are reserved 
by means of option warrants, outstanding to the extent of 
25,000 shares of common, and permitting purchase of the latter 
at $20 per share. 


THE AMERICAN SUPERPOWER CoRPORATION.—Among un- 
dertakings properly to be classified as financing investment 
trusts is the American Superpower Corporation. This was 
organized as a Delaware corporation on October 26, 1923, with 
broad powers “‘to acquire and hold securities of electric power 
and light companies, to construct, operate or lease power sta- 
tions and transmission lines, and to act as fiscal agent for electric 
power and light properties.” A recent prospectus thus describes 
the activities and sources of income of the Corporation: 

The Corporation has acquired as diversified permanent investments 
common stocks of a number of successful and progressive companies 
in the electric light and power business. The primary source of its 
earnings is the dividends on these stocks. In addition, it has received 
fees in connection with the underwriting of offerings of additional 
stocks of certain of the companies in which it is interested, and has 
sold at substantial profits certain of its holdings. The company is 
fundamentally interested in the development of the electric power 
and light industry as a whole, and is particularly interested in the 
development through interconnection of large power systems, along 
so-called “superpower” lines. It does not aim, however, to control 
or operate any of the companies in which it has an interest. 


The common stocks held by the American Superpower Cor- 
poration represent an interest in nineteen public utility under- 
takings, including the Electric Bond and Share Securities Cor- 
poration. The policy has been adopted of owning no more than 
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15% at most, of the outstanding common stock of any one 
company. 

Capitalization of the corporation, in October, 1925, was as 
follows: 


Authorized Outstanding 
First preferred stock (no par value) Sa ape divi- 


dend of 6%). . ... 100,000 shs. 80,000 shs. 
Participating preferred stock (par value $2 5). wre BOO\OOO Ns. ey T40) 000" 
Common stock (no par value) Class A.. Feats rr OOO OOO Line T OQ TOOO! ae 
Common stock (no par value) Class B.............. 750,;O00L- se LAQOnEGOue— 


There is no funded or floating debt, the net assets at current 
market prices exceeding $27,000,000. 

The difference between Class “A’”’ and Class “B” common 
stock lies in the fact that the latter possesses the sole voting 
power. To the original subscribers were issued approximately 
260,000 option warrants carrying rights for subscription to a 
like number of Class “B” common stock at $10 per share. Ex- 
penses of operation being low, by reason of the fact that this is 
an investing rather than an operating company, it has been 
estimated that earnings for 1925 will exceed $4 per share on 
the “A” and “B” stocks. Dividends at the rate of 60¢ annually 
were paid on these stocks in 1924, and the annual distribution 
was raised to $1.50 in 1925. These dividends are payable in 
participating preferred stock, at par, and are therefore not sub- 
ject to Federal income tax. An extra dividend of $1 per share 
on the latter stock has recently been declared, “as this issue 
participates to the extent of $1 extra in any year that the 
common shares receive $I or more.” 


The GENERAL PuBLIC SERVICE CORPORATION, organized 
under the laws of Delaware in December, 1925, affords further 
illustration of the “financing investment trust.’’ Directly, or 
through its control of the Public Service Investment Company, 
the Corporation has an interest in ten or more widely scattered 
public utility companies. 

The AMERICAN STATES SECURITIES CoRPORATION might 
also be cited as a “financing investment trust.””’ A Delaware 
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Corporation, it is authorized to invest in, and buy and sell 
securities of public utility corporations and allied companies. 
Substantial equities are owned in ten or more public utility 
holding or operating companies. Capital has been provided by 
issuance of, Class A and Class B no par stock, the latter enjoy- 
ing sole voting power. 


NortH AMERICAN UTILITY SECURITIES CORPORATION.— 
Another illustration of the type of company which may be re- 
ferred to as a financing investment trust is the North American 
Utility Securities Corporation, which was incorporated in Mary- 
land in December, 1924, to “‘participate in financing and devel- 
opment of public utility and other enterprises in America and 
abroad.” As its name might suggest, the corporation is spon- 
sored by the North American Company, which pays $6,000,000 
in cash for some 60,000 shares (exactly 50%) of the second 
preferred stock, and 400,000 shares (of the total of 1,000,000) 
in common stock. Both common and preferred are without par 
value, and the first issue to the public was in 100,000 shares of 
first preferred, bearing cumulative dividends of 6% and carry- 
ing no voting power. The reason for the organization of this 
subsidiary by the North American Company has been stated as 
the desire to take advantage of opportunities afforded to the 
company and its associated banking interests, to employ capital 
profitably in other enterprises than its affiliated undertakings.® 

Finally, it is very interesting to observe that the develop- 
ment of “financing investment trusts” in America is not con- 
fined to the public utility industries. In February, 1926, a com- 
pany was launched known as the NATIONAL Foop Propucts 
CoRPoRATION. Operating under Maryland charter, this cor- 
poration is empowered to hold securities of food companies 
(in ten of which it owns equities), and to purchase, sell and 
underwrite securities of concerns in which it may be interested. 


Sonereenes ae to hee oe as, for instance, the Traction and Power 
rities Company, +, which was formerly controlled by the late George Westi 
but has recently been taken over by British interests. rh “ ae 
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The Impulse of the War—The American International 
Corporation.—The credit exigencies of the late war, and the 
apparently profitable opportunities for securing commercial 
and industrial participations abroad, encouraged the organiza- 
tion of a number of financing companies and financing invest- 
ment trusts whose attention was devoted largely to foreign 
markets. While drawing from European experience in organ- 
izing such companies, American financiers have been quite as 
much originators as adaptors, as will be seen in the following 
brief description of several undertakings dating from war and 
post-armistice times. 

Organized under New York State charter in 1915 by the 
National City Bank interests, and enjoying on its board of 
directors perhaps the most distinguished group of industrialists 
and financiers ever assembled about one table, the American 
International Corporation affords one of the most epic and yet 
sobering chapters of American war finance. Referred to at the 
time as “the world’s largest discretionary financial pool,” its 
charter conferred such broad powers of dealing in foreign and 
domestic securities, exploiting natural resources and developing 
foreign trade that the New York Herald, in its issue of Novem- 
ber 24, 1915, jocularly stated, ‘““Apparently there is only one 
thing in the heavens above, the earth beneath, or the waters 
under the earth in which the corporation cannot take a hand.” 
The reference was to banking, from which, with insurance and 
railroading, it was excluded in domestic activities. 

This enterprise, whose prospectuses rang with a note of 
war-time enthusiasm and patriotism, was to be the mightiest of 
Uncle Sam’s non-official representatives in other countries, and 
to take full advantage of the special opportunities created by 
the European conflict. In order to attract and hold the talents 
of the nation’s brainiest men, there was introduced a principle 
of managerial profit-sharing familiar in Germany, but as yet 
little tried in the United States. Of the entire capital of 
$50,000,000, $1,000,000 was in 7% preferred stock known as 
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‘managers’ shares,” and entitled in addition to a one-fifth part 
of all the net profits available for distribution, after the $49,- 
000,000 in common stock had received a dividend at the same 
rate. These “managers’ shares” were sold to officers devoting 
their efforts to the success of the undertaking, under an agree- 
ment of repurchase at current market price if and when the 
owner surrendered his connection. It was expected that deben- 
tures would be issued against foreign securities purchased, and 
that in this and other ways the corporation might be able to 
swing a business involving several hundred millions of dollars. 
One-half of the stock was subscribed by stockholders in the 
National City Bank, and most of the rest absorbed by other 
interests affiliated with the corporation—subscription rights 
occasionally selling for as much as $35 for each $100 share. 

The investments of the American International were gov- 
erned, in the words of its President, “by the relation of the 
company whose stocks or bonds are purchased to the general 
plan of the corporation’s activities.” Although the portfolio 
was not made public, the wide ramifications of the corporation’s 
affairs were revealed in its holdings of securities issued by the 
following companies, among others: International Mercantile 
Marine (preferred and common), Pacific Mail Steamship 
Company, United Fruit Company, Simms Petroleum, United 
States Rubber (common), New York Shipbuilding Company, 
International Products (preferred and common), China Corpo- 
ration, Siems Carey Railway and Canal (preferred and com- 
mon), the Grace American International Corporation, the Italy 
America Corporation, the Amsinck Company, and the Allied 
Machinery Company. The purpose of the corporation being 
to participate in developing both American and oversea enter- 
prise and to increase points of working contact among bankers, 
enterprisers and engineers, in the United States and abroad, it 
is not surprising that it developed the plan of engaging actively, 
through affiliated contracting and trading companies, in foreign 
engineering, shipping, construction, and commercial enterprise, 
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and that it financed such undertakings directly, or through 
resale of bonds to the public. Subsequent developments 
demonstrated the corporation’s good fortune in not having 
utilized its debenture borrowing powers. 

It requires a stretch of the imagination to consider the 
American International as in any sense an investment trust, 
although, as we have seen, its security holdings have at one 
time or another represented investment (almost entirely through 
shares) in fifteen or twenty different enterprises and in many 
of these, particularly those engaged in foreign business, it 
exercised no control over, and assumed no responsibility for the 
management. Indeed, the investments of the American Inter- 
national in foreign, or in domestic corporations doing a foreign 
business, were not to be made with a view of immediate resale, 
nor were they to be bought or sold for speculative profit. 

The heavy fall in the securities markets in 1920 and the 
subsequent year, and the uncertainties of the world commercial 
markets resulted in “freezing” a large proportion of the corpo- 
ration’s assets and those of its subsidiaries. Although dividends 
of 10% or over had been paid in several earlier years, the 
corporation was so badly shaken by the economic cataclysm that 
dividends were passed. On October 6, 1923, it was reported 
that “holdings of listed securities which, against their current 
market value of $5,000,000 cost the corporation more than 
$21,000,000, must remain as ‘frozen’ assets.” The gradual 
subsequent liquidation of the latter, while strengthening the 
cash position of the corporation, has revealed losses which 
perhaps could not have been entirely prevented, but which recall 
the enviable position at such times of the investment trust, with 
its greater diversification, its independence of subsidiary enter- 
prises, and its comparatively steady financial intake and outflow. 
Late in 1924 a recapitalization plan for the American Inter- 
national Corporation was accepted by its stockholders, who 
agreed in principle to the purchase at $70 a share of $900,000 
outstanding preferred (“managers”) stock, and to conversion 
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of their own holdings into no par shares, whose asset value at 
the time was about $40. 


Attempt to Form the Foreign Trade Financing Corpora- 
tion.—In Chapter II an analysis was made of the Edge Act, 
under whose provisions debenture-issuing corporations may be 
organized with Federal charters. As there stated, the two 
corporations which have operated under the Edge Act have 
primarily engaged in the acceptance and foreign exchange 
business and neither has been in any sense an investment trust. 
In this connection it should not be forgotten, however, that at 
least one noteworthy attempt was made to organize an Edge Act 
financing investment trust when, in late 1920, a large number 
of bankers laid plans for the launching of a $100,000,000 
company to be known as the Foreign Trade Financing Cor- 
poration. 

The primary purpose of the proposed undertaking appears 
in its name, and the date of the attempt spells volumes to the 
student of American export trade. Those were times when 
halcyon dreams of continued exports on a vast scale had not 
as yet been shattered by the realization that foreign purchasing 
must at bottom have something more to sustain it than the 
multiplication of one American loan upon another. The punc- 
turing of inflated prices was bringing its consequences of 
“frozen credits,” uncollected accounts, and cancelled orders. 
To many people it appeared that a company of this sort, backed 
by adequate capital, could ferret out the good and the bad in 
potential orders from overseas, find sound revenue-producing 
bases for commercial credits, and capitalize the former by issu- 
ing its own notes and debentures against bonded and other 
claims granted by, or on behalf of, oversea importers. Thus 
could the export of American products—particularly capital 
goods—be facilitated, while banks and other financial institu- 
tions not especially equipped for this service might conceivably 
be relieved of a part of their excess of illiquid export paper 
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on mutually advantageous terms, and under new financing 
arrangements made with the foreign debtors. 

This idea was basically sound, but the times were unpropi- 
tious by reason of these very circumstances which gave 
poignancy to the appeal for a financing company of this kind. 
The currents of international trade were too shaken and un- 
settled; it was difficult to give precise enough definition to the 
type of service by which the corporation proposed to make 
fruitful use of so large a capital; the project seemed to over- 
reach itself and to fail of popular, and even whole-hearted 
professional, approval. The gray lights of 1921 further 
dampened the ardor of the promoters, and early in the following 
year the matter was finally dropped. 


Other Financing Companies of Recent Origin.—The most 
superficial chronicle of the development of financing invest- 
ment trusts in the United States must mention certain other 
companies, such as the American Foreign Securities Company, 
the Foreign Finance Corporation, and the Foreign Bond and 
Share Corporation. 

Incorporated in Delaware in 1916, the American Foreign 
Securities Company provided the means by which a group of 
American bankers effected a loan of $100,000,000 to the French 
Government, which was payable in 1919. The transaction was 
secured by deposit of collateral of estimated current selling 
value twenty per cent in excess of the principal of the loan. 
This collateral, which included bonds of European and South 
American countries, and of business corporations of the United 
States and Canada, was pledged with a trustee as security for 
5% collateral trust notes of the American Foreign Securities 
Company. At the time repayment of the loan was due from the 
French Government the notes were retired in full; and the 
dividends on the company’s operating margin of $10,000,000 
in capital stock averaged more than 8% annually. 

The Foreign Finance Corporation was organized by the 
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Morgan interests under the business corporation law of New 
York, and with an authorized capital of $10,000,000. Its in- 
vestments are not disclosed to the public, reports are not pub- 
lished, and public subscriptions are not invited to its capital. 
Its investments are probably mainly in foreign enterprises and 
securities. The Foreign Bond and Share Corporation dates 
from 1919, when it was organized by a group of prominent 
American investment and commercial banking institutions to 
finance public and private enterprises in Latin-America, the 
Far East and Europe. The functions of the corporation were 
defined in its literature in the following terms: 

. to investigate investment proposals of every kind and in 
every part of the world; to finance such enterprises, public or private, 
as it considers sound; and to sell to American investors either the 
foreign securities so purchased, or else the debentures of the corpora- 
tion itself; and by this means, while obtaining for American investors 
the benefit of high interest yields on foreign securities, together with 


security of principal, to foster and maintain the development of 
American export trade. 


Associated with the undertaking as subscribers, directly or 
indirectly, to the capital stock were the Asia Banking Corpora- 
tion, Mercantile Bank of the Americas, the American Foreign 
Banking Corporation, Banco Mercantile Americano de Cuba, 
the China & Japan Trading Company and other financial insti- 
tutions. Its interests were rather those of a financing and 
trading company than an investment trust, and the financial and 
economic conditions following 1920 led to the withdrawal of 
several of the supporting financial groups. Since that time it 
has functioned principally as a means for liquidating or realiz- 
ing upon certain “frozen” assets of other earlier collaborating 
groups. It is not active at the present time. 


The Overseas Securities Corporation.—This company, 
which was organized in February, 1920, and whose affairs were 
terminated in 1923, had a capitalization of $2,000,000, com- 
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prised of 2,000 shares of common stock of $1,000 par value and 
5,100 shares of “founders stock” with no par value. For their 
services in conducting the affairs of the company the directors 
were to receive 5% of the net profits but only when and as 
dividends were paid to shareholders. Remaining net earnings 
were to be divided in the ratio of 20% to the managers’ shares 
and 80% to the common shares. The corporation made appeal 
for subscriptions from the public, although the high par value 
of its shares excluded participation by investors of smaller 
means. The Overseas Securities Corporation has on occasion 
been referred to as the “first American investment trust.” AI- 
though the original company is no longer in existence, its 
advent marked an important step forward in the progress of the 
investment trust idea in the United States; and this despite the 
fact that in several ways it also departed radically from the 
limited scope of investment trust activities in the truer sense. 

The greater part of the capital of the Overseas Securities 
Corporation was invested in foreign securities, and at times its 
different holdings have climbed up toward the hundred mark 
and represented a spread among twelve to fifteen countries. 
Although the charter permitted it to engage in financing foreign 
undertakings, its interests have undoubtedly been to a greater 
extent those of an investing company, and to a less extent those 
of a holding company, than the reports of the American Inter- 
national Corporation would indicate for that undertaking. It 
is significant of the spreading of their functions by financing 
companies that the Overseas Securities also engaged in broker- 
age and foreign exchange operations. That its activities were 
on the whole wisely conducted would appear from the terms 
of the dissolution, under which shareholders received the full 
par value of their stock and in addition a dividend, both in 
cash and in pro rata shares in a new “investment trust” which 
took over the less readily liquidated holdings of the earlier 


company. 
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Recrudescence of Interest in Financing Investment 
Trusts——During the difficult years of world financial read- 
justment and business uncertainty which came after the hallu- 
cinations of 1919 and 1920, and before the adoption of the 
Dawes Plan and the introduction of other stabilizing factors 
into the European economic fabric, interest lagged in the crea- 
tion of agencies of this sort in America. 

In 1924, 1925 and 1926, however, there seems to have been 
a recrudescence of public attention devoted to overseas financing 
by promotive investment trust methods. Indicative of this is 
the creation, in 1924, of the United States and Foreign Securi- 
ties Corporation, and the American and Continental Corpora- 
tion. The financial groups primarily interested are Messrs. 
Kuhn, Loeb and Company, Dillon, Read and Company and the 
International Acceptance Bank. The latter has been organized 
primarily to carry on an international commercial banking busi- 
ness, its first field of operation being Germany, where it enjoys 
the association of strong domestic banks. Its entire initial 
stock issue of $10,800,000 has been subscribed by American 
banks and affiliated companies, with the exception of approxi- 
mately one-quarter thereof, which has been acquired by the 
United States and Foreign Securities Corporation. 

This latter company was chartered by the same interests for 
the purpose of pursuing more strictly an investment business, 
although the following description of its activities appearing 
in a recent prospectus shows how far it is from being an invest- 
ment trust: 


The United States and Foreign Securities Corporation has been 
formed to buy, sell, underwrite, offer and generally to deal in, cor- 
poration, governmental and other securities, both American and foreign, 
and, when desirable, to take part in the organization and operation of 
corporations. The company will afford to its stockholders the means 
to participate in diversified investment and financial opportunities aris- 
ing from time to time which would not be available to them as 


individuals. The company may extend its operations by issuing its 
own debentures. 
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Notwithstanding the fact that the company is investing 
approximately $2,500,000 in the securities of the following 
companies: Brooklyn Edison Company, Continental and Com- 
mercial National Bank, Chicago, General Electric Company, 
Central Union Trust Company of New York, First National 
Bank, New York, in addition to subscribing heavily for the 
initial issue of capital stock of the American and Continental,* 
it is not yet possible to say whether it will somewhat resemble 
the investment trust in the diversification of its interests, or 
confine its activities to a few major lines of promotive, financ- 
ing, issuing or brokerage activities. The initial heavy invest- 
ment in capital stock of the American and Continental Corpo- 
ration would seem to suggest the latter, although we read in 
the explanatory paragraphs accompanying the balance sheet of 
December 31, 1924, that: 

The investments of the Corporation comprise a wide range of 


securities nearly all of a readily marketable character, classified sub- 
stantially as follows: 


BOOS o5.255< all scaraekcls oo lae eae en aes cee $ 4,400,404.75 
Stocks 
RaIrOad anne ila steer ees 745 1025 00 
Bank.. wie eit een meneeeee ee) S727 7 O0S).50 
Industrial. . pee ea aay ets See 5 SOp EO TSO 
Total.. ote 5 panera . $20,404,005.75 


The capital set-up Le the U Ped ‘Sta tates and Foreign Secur- 
ities Corporation is as follows: 


AUTHORIZED AND IssuED CAPITAL (SHARES WiTHOUT Par VALUE) 


Shares 
First Preferred Stock ($6 cumulative dividend) (redeemable 
Held by on any dividend date upon two months’ notice at $105 
the per share and accrued dividend).. 250,000 
public Common Stock (one share distributed with each share of 
fifst,preterted) Miva emse Merk e rieileyaits clon alsin ofergesasd 250,000 
Second Preferred Stock ($6 cumulative dividend) (pur- 
Held by chased for cash by organizers at $100 per share)... . 50,000 
organizers and Balance of common issued to latter in connection with sec- 
associates ond preferred ia acc Micee tap vont: [es pieisancte si aiey« fist + sie en te 503 COO 


4 It is of interest to note the recent organization in Great Britain of similar financing com- 
panies aca tea in Central eeu: The reader is referred to the prospectus of the Mid- 
European Corporation in Appen 


258 THE INVESTMENT TRUST [Ch. 13 


The organizers, by thus furnishing brains and one-sixth of the 
capital, have reserved three-fourths of the net profits. 

Brief mention might also be made of three financing com- 
panies which have recently been organized primarily to invest 
in certain European countries. The Swedish American In- 
vestment Corporation, a Delaware company, offered $15,000,- 
000 in 64% % participating preferred stock in December, 1925. 
Participation consists in an equal sharing with cummon stock, 
share for share, in dividends exceeding $6.50 per share paid on 
common stock in any year. Voting power rests in the common 
stock, which has been issued in exchange for securities repre- 
senting more than two-thirds of the entire assets. 

The Corporation has been formed, it is announced in the 
prospectus : 

. . . by prominent Swedish interests together with American 
interests and owns, or will own upon application of proceeds of 
present financing, stocks and other securities including holdings in 
banks, real estate companies and industrial companies in Sweden 
and other countries. Under its charter it may, among other things, 
acquire, hold and sell securities either of present companies or of 


other companies or of governments or municipalities, and may issue 
its Own securities to acquire such investments. 


Among stocks held are nearly a half interest in the Grangesberg 
Company (iron ore), substantial equities in the Swedish Match 
Company, shares in Swedish and German city real estate com- 
panies, and stocks in various European banks. 

European Shares, Incorporated, a New York State corpora- 
tion, made its first public offering (100,000 shares of no par 
value) in January, 1926. The primary purpose of the company 
is to buy, sell and underwrite securities, probably largely in 
German banking and industrial enterprises needing increased 
operating capital. Close working contacts have been established 
with several large German financial institutions. Twenty per 
cent of the initially issued stock has been reserved for associated 
German interests. Management compensation takes the form 
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of profit sharing to the extent of 25% of the balance of net, 
profits after setting aside cumulative earnings equivalent to 
$4.00 per share per annum on the fully paid stock. Further- 
more, affiliated banking groups have taken certain stock pur- 
chase options on authorized, but as yet unissued, stock amount- 
ing in all to 25% of that now in the hands of the public. 


The German Credit and Investment Corporation, a Mary- 
land company, also enjoys close relationships with German 
financial groups, and especially the German Securities Trustee 
Company which acts as a hypothecating and trustee agency on 
behalf of foreign interests extending credits to German indus- 
try. The initial offering of this corporation was made in 
January, 1926, in the form of 100,000 shares of first preferred 
stock enjoying cumulative dividends of $7 per share annually, 
and each carrying one share of common stock. A smaller issue 
of second preferred stock has been purchased for cash by certain 
affiliated groups (including the United States and Foreign 
Securities Corporation, Dillon, Read and Company, and the 
German Disconto-Gesellschaft), while the latter have acquired 
all of the remaining common stock, amounting to 80% of the 
whole. The capital of the corporation will be used “to partici- 
pate in investments and loans in Germany, Central Europe and 
elsewhere.” Attractive opportunities for investment of Ameri- 
can funds abroad result, again to quote the prospectus, from 
the “present widespread demand for capital on the part of 
foreign industrial companies whose individual requirements are 
limited to comparatively moderate sums and which therefore 
cannot go into the public money market.” 


Investment Liaisons with Foreign Banking Groups.— 
Of especial interest in the United States is the recent organi- 
zation of two financing investment trusts whose investments, 
confined for the most part to Europe, are made by the direct 
intervention of Belgian financial groups. These are known 
as the American-European Utilities Corporation, and the 
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American Belgian Financial Corporation (Compagnie Finan- 
ciére Americano-Belge). Each company has raised its initial 
capital privately, and both have European executive commit- 
tees with considerable discretion to accept participations with- 
out the delays attendant upon detailed communication by cable 
or letter, and the necessity of obtaining prior approval of every 
transaction by the American board. 

The American-European Utilities Corporation places its 
investments primarily through the Société Financiére de Trans- 
ports et d’Entreprises Industrielles, described in detail in Chap- 
ter XII. The American Belgian Financial Corporation enjoys 
the guidance of the Mutuelle Mobiliére et Immobiliere in the 
employment of its capital, and seeks to forestall possible losses 
through exchange depreciation in unstabilized currencies, by 
confining its acquisitions to common stocks, which, it is as- 
sumed, would, on the average, rise in market values roughly 
in proportion to currency inflation. It is the practice with 
many privately owned European public utilities to determine 
charges upon a gold basis, or to vary rates in general accord 
with the fluctuating prices, in the local currency, for such fun- 
damental commodities as coal. The Mutuelle, which is fast 
becoming a third great power in Belgian finance, is commonly 
known as the bank of the Solvay interests, but its capital of 
Francs 50,000,000, and its reserves and other assets of more 
than half as much again, have enabled it to acquire substan- 
tial interests in twenty-four or more public utility, manufac- 
turing, commercial, chemical, metallurgical, coal, railway and 
banking companies of different European countries and the 
Belgian Congo. In a memorandum prepared for the author 
in the late summer of 1925 by a director of the Mutuelle, a 
free translation of which follows, will be found not only the 
salient facts regarding the American Belgian Financial Cor- 
poration but also a point of view which furnishes interesting 
food for thought to Americans pondering the best means 
of productively employing our capital abroad: 
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The plan for creating a company of this type has resulted from 
the manifest lack of liquid funds in Europe as compared with the 
financial strength of the United States. The Americans have readily 
enough understood the advantage of making investments in Europe, 
but the essential condition for success in such undertakings is that they 
should associate themselves with European groups of established repu- 
tation, having back of them an earning power which would serve as 
an assurance of their success. To operate in any other way will 
only bring disillusion and disappointment. 

One of the greatest difficulties in encouraging the importation of 
American capital into Europe has been the problem of exchange, but 
experience has demonstrated that in general quotations on the bourses 
for common stocks rise sufficiently to compensate depreciation in the 
local currency. In order thus to avoid the dangers of exchange fluctua- 
tion, American investors should become interested only in enterprises 
affording a basis of real values. In order to invest funds with a 
good prospect of profitable return, it is, therefore, necessary, as has 
been mentioned above, to depend upon the active cooperation of some 
established foreign group. Such a liaison between foreign groups 
and American investors permits a double supervision of the employ- 
ment of American capital in different continental enterprises. 

The Belgian institution which founded the American Belgian 
Financial Corporation is the Mutuelle Mobiliére et Immobiliére. This 
bank which, at the present time, has a capital of fifty million francs, 
of which twenty millions are paid in, possesses reserves amounting to 
thirty-six million francs. Two-fifths of the shares of the Mutuelle 
are held by the Société Solvay & Co., of Brussels, and the remainder 
by members of this group. This bank is primarily industrial and 
groups about itself various enterprises operating in Belgium as well 
as in other countries. Moreover, the Mutuelle has very close banking 
connections with other important financial groups, especially in other 
countries. These relationships give to the bank many opportunities of 
participating in going enterprises, or assisting in the financing of new 
undertakings enjoying the most hopeful prospects. Such extension of 
its activities is based not only upon the technical survey which the 
bank makes through its own staff, but also upon the many sources of 
financial information which it has available concerning business affairs. 
The Mutuelle is also interested in the development of the Belgian 
Congo and the natural resources of this colony are so well known 
that it is needless to dwell upon the interesting opportunities offered 
for foreign capital by this vast expanse of territory. 
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The year 1924 saw the beginning of a general economic crisis in 
Europe and the year 1925 witnesses its continuance. From this there 
has resulted a general comparative depreciation on the bourses, further 
aggravated by the public appeal made by numerous industries for new 
capital. It is at this time that the American Belgian Financial Cor- 
poration was created, and, indeed, the moment could not have been 
better chosen, as it permitted profitable acquisitions at favorable prices, 
as well as the obtaining of subscription rights at minimum prices. 

The American Belgian Financial Corporation has a capital of fifty 
million francs which has been subscribed as follows: 


Messrs. Lee Higginson & Co. and their ieee PEW eee 34-135 shares of 500 francs 
Messrs. White Weld & Co. . SS spe oe 42075 

(Clarke acdweray COM sj c15 «anc si -)o sieeve ereeone otelelate SOC) malaga glen i 
Mutuelle Mobiliére et Immobiliére................ 14.850 “ “ “6 
MessrsyEnilippson ac Conse cccles 2 «ose esse slortioreie 6 OLOSOU beta ees . 
OUP NGI ViCduals aoe ares hsp hate, wea. 20 -)alavd bh laiak eel 200; hie a es * 


TOQKO00 “TA ar ae 


The corporation has a European administrative council comprising 
seven individuals who are actively identified with financial affairs in 
Brussels and London. ....M. Emmanuel Janssen, the President of 
the Mutuelle, has also become head of the new company. 

Although the capital of the new company has not been called in 
proportion with the offering of attractive investments to the corpora- 
tion, it is significant that by the first of July, 1925, seventy-five per 
cent of the capital will have been paid in. The present activity of the 
new company shows that it has been organized at a propitious moment, 
because it has succeeded in investing, under very favorable conditions, 
a sum of approximately thirty-seven million five hundred thousand 
francs. The investments which have thus been effected already show 
an interesting appreciation in value, and it is probable that the share- 
holders will very soon be able to receive a return on their investment. 

The opportunities for profitable investment extended to the 
Mutuelle, and also through it to the new corporation, are continually 
increasing and it is probable that not long will elapse before it can 
be easily proved to American subscribers that they have been justified 
in placing confidence in the Mutuelle and that they will be wise to 
increase their participation in the rapid extension of the affairs of the 
American Belgian Financial Corporation. At the present time the 
stock of the American Belgian Financial Corporation is held by only a 
small group of shareholders, but it would seem advisable that ultimately 
the public, consisting for the most part of small subscribers, should be 
allowed to participate directly in the development of such enterprises. 
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We believe, in fact, that it would be advisable, with the later develop- 
ment of this corporation, that a public market should be created for 
its shares in order that the smaller capitalist might be permitted to 
obtain them. 

It seems certain that, given the growing complexity of our present 
life, it is increasingly difficult for anyone to supervise all of his invest- 
ment interests in view of the burden of his professional obligations. 
If he wishes to make the best use of his time he cannot afford to fritter 
away his energies in a detailed study of financial problems; and as a 
general rule the small investor does not have the proper information 
permitting him to form sound judgments. Is it not much simpler, 
therefore, that such a person should purchase shares in an investment 
trust? By this means, instead of investing his money in only one 
affair, he distributes it over a great number of risks. 

We believe that the formula of an investment trust erected on 
such a basis as the American Belgian Financial Corporation is the 
most hopeful means for international investment which the future holds 
in store. 


CHAPTER XIV 


STOCK CONVERSION COMPANIES 


The Stock Conversion Trust Defined.—In discussing the 
“financing investment trust,” we saw that it possesses three 
of the characteristics commonly attributed to the investment 
trust, namely, the raising of capital for the purpose of rein- 
vestment in a variety of securities under the constant supervi- 
sion of a skilled staff, but that it differs in acquiring controlling 
interests or participating in management of subsidiary enter- 
prises. In this chapter we shall study an application of certain 
investment trust principles in forms peculiar to the United 
States. These undertakings, which are frequently referred to 
as “bankers share” or “trustee certificate’? companies, are 
sometimes also known as investment trusts and are, with con- 
siderable inaccuracy, likened to the British investment trusts. 
Like many of the companies described in the preceding chap- 
ter, they also possess three characteristics of the investment 
trust, obtaining funds from subscribers for purchasing securi- 
ties, avoiding responsibilities of direction or control by buying 
for investment only, and consistently maintaining a certain 
diversification, though slight as compared with the average 
trust. On the other hand, they lack the fourth characteristic 
of the investment trust, the cardinal principle of portfolio man- 
agement. Although differing fundamentally from investment 
trusts as these have hitherto developed, these “bankers share” 
companies, which may more accurately be designated as “stock 
conversion trusts,” deserve treatment in any resumé of Ameri- 
can developments, if only for the reason that they attracted 
so much popular attention in 1924. 

The stock conversion trust, as lately developed, consists of 
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an issue of common stock carrying pro rata participating own- 
ership in securities deposited with a bank or trust company, 
acting as “trustee.” The securities so deposited are as a 
rule common shares of a selected group of enterprises usually 
confined to one industry; and in most cases neither the organ- 
izers nor the trustee may alter the composition of the under- 
lying stock when once the participating shares have been issued 
to the public. The stock conversion company is, therefore, 
in no sense an active organization, and its very existence rests 
upon the express trust agreement through which its shares 
are issued to investors. 


Other Applications of the Same Idea.—Variations of this 
idea are not new, and have been applied on more than one 
occasion to permit the purchase of high-priced stocks by inves- 
tors of limited means, through a splitting up of proprietary 
interest in deposited securities, and the sale to investors of 
participating certificates issued in convenient smaller denomi- 
nations. 

A recent American application of this principle was found 
in the “Investors Share and Unit Corporation” of New York. 
This was an issue of “bankers shares’ representing capital 
stock of the Ford Motor Company of Canada, Ltd. It was 
stated in the prospectus that the Corporation “buys Capital 
Stock of Ford Motor of Canada, Ltd., and under a protective 
Trust Agreement with the American Trust Company, New 
York, Trustee, deposits same with the Trustee, which in turn 
issues negotiable certificates for Bankers Shares representing 
one-hundredth part of one share of Capital Stock of Ford 
Motor Company of Canada, Ltd. . . . Certificates for 
Bankers Shares virtually are Ford of Canada Shares in all 
their attributes. Their owners are entitled to all divi- 
dends . . . (and) have the privilege of converting an ag- 
gregate of one hundred Bankers Shares into one share of 
Ford of Canada Capital Stock, at the office of the Trustee.” 
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This issue has justly encountered strong disfavor, not only 
because of the illegitimate use of the name of Ford Motor Com- 
pany, Canada, in sales propaganda, but because of the alto- 
gether unwarranted spread between the market value of the 
deposited shares, and the sale price of the participating units. 
In 1925 the quotation for Ford Motor of Canada shares on the 
Curb Exchange has been as high as $524, and as low as $491, 
whereas the sale price of the bankers shares issued against 
each Ford unit was $650 in the case of some houses and 
$750 in the case of others. 

The principle is also differently applied in financial reor- 
ganizations, and in this guise has become familiar to many 
security owners. The deposit of securities, against which par- 
ticipating certificates of one sort or another are issued, has 
also been resorted to for the purpose of enhancing market 
value of the deposited shares by the creation, through these 
means, of new negotiable claims bearing other denominations 
and ranking differently in seniority. 


ILLUSTRATION DRAWN FROM A BritisH ComMPpANy.—lIllus- 
trative of the latter is the Stock Conversion and Investment 
Trust of London. This company was not organized as an 
ordinary investment trust. It had as its primary object the 
acquisition of such “heavy” railway common stock as the 
Union Pacific, the Canadian Pacific, and the Great Western; 
and the issuance of preferred and common stock against these 
holdings of railway common, for which it acted as trustee 
on behalf of the new shareholders. Against, for instance, 
$1,000 in railway stock yielding 7%, three types of share might 
be issued by the trust—$1,000 in 4% “first preferred,” $500 
in 5% “second preferred,” and $1,000 in common. A quick 
calculation will show that the common might be expected to 
yield 14%, minus the deduction for expenses of the conversion 
process; and the idea animating such an operation is that the 
combined market price of the two types of preferred stock and 
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the one type of common would exceed that of the unsplit, 
original and deposited share. 

Also of interest in observing British applications of this 
idea is the so-called “London, Midland and Scottish Trust,” 
which has taken the name of the great railway whose stock it 
has been formed to convert, and some of whose sponsors are 
intimately associated with the Stock Conversion and Invest- 
ment Trust. The new “trust,” which is a development of 
1924, has thus been explained and commented upon in the 
London Stock Exchange Gazette of August 28, 1924: 


The London, Midland and Scottish Stock Conversion Scheme: 
There is a good deal of hardihood in the incorporation of the full 
name of the London Midland and Scottish Railway in the title of 
the Trust which is asking ordinary shareholders in the railway to hand 
over a portion of their stock, each £100 to be replaced by £97 Ios of 
4 per cent preference, £50 of 5 per cent preferred and £100 of deferred 
stocks to be issued by the Trust. 

The supposed attraction of the offer is that the values of the three 
“splits” would in the aggregate exceed the market value of undivided 
L. M. and S. stock. This presumption has been put to the test of 
experience, for the Stock Conversion and Investment Trust many 
years ago bought considerable blocks of London and Northwestern 
and Northeastern stocks, splitting the former into three and the latter 
into two categories and offering these for sale. In practice the aggre- 
gate values of the splits generally exceeded those of the corresponding 
undivided stocks of the railways, with this invariable exception, that 
whenever there was a serious financial or political crisis afoot the 
position was reversed, and split stocks of the Stock Conversion Trust 
became worth appreciably less than the original railway stocks. Thus 
the predicted gain from holding split stocks in preference to undivided 
disappears just at the time when the necessity of realizing may 
become urgent. 

For what may turn out to be a delusive, because unstable, gain in 
capital value, holders of L. M. and S. stock would sacrifice part of 
their current income; for on the basis of last year’s 7 per cent divi- 
dend of the railway the £97 10s of Trust preference would return £3 
18s, the £50 of preferred, £2 10s and the £100 of deferred, 7s 6d (for 
the Trust retains 2s 6d per cent of the nominal amount of the railway 
stock to cover expenses)—a total of £6 15s 6d against the full £7 
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enjoyed by the holders of £100 of L. M. and S. ordinary. The Trust 
deferred stock would rank as a speculative counter pure and simple, 
without attraction to investors accustomed to the solidity of sound 
dividend-paying railway securities, but if they sold the deferred they 
would deprive themselves of the prospect of obtaining the promised 
increment in capital value. The balance of advantage is heavily 
against the conversion proposal, which belongs to an era of finicking 
finance long obsolete and not worth reviving. 


It is difficult for a serious student to deny the validity of 
these unfavorable conclusions, despite the asseverations of the 
chairman of the Stock Conversion and Investment Trust that 
the common shareholders of the L. M. and S. Railway ought to 
“transfer a large portion of the ordinary dividend into the 
higher region of security which is governed by the value of 
Government and all first-class securities.” The view of the 
Stock Exchange Gazette, quoted above, is apparently shared by 
the London Midland and Scottish Railway itself, which has 
issued a circular recommending that its shareholders reject 
this offer of conversion." 


Drawbacks of Such Conversion Operations.—Such con- 
siderations as the expenses of conversion, the confidence of 
the public, or otherwise, in the promoters of the scheme, and 
ever varying financial and economic conditions, are likely to 
create considerable discrepancies between market actualities 
and a theoretical demonstration of advantages to be gained in 
capitalizing a fairly dependable larger annuity through splitting 
it into a very dependable smaller annuity and an uncertain 
residue. It must not be forgotten that such operations, instead 
of increasing revenue, actually diminish it by costs of con- 
version and trust administration. Moreover, the common 
share, or deferred claim, which is the most readily influenced 
by increasing revenue accruing to trustees of the original 
stock, is also most precipitately affected by declines in that 


1The unfortunate and misleading practice of incorporating into the name of the con- 
version trust the full name of one or another of the corporations whose stock it is proposed 
to convert in part, has also appeared lately in the United States. This practice has now been 
largely abandoned in America. 
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revenue; and after a lowering of dividend or the passage of 
other unfavorable factors, is nursed back into public confidence 
with only the greatest difficulty. Thus the net increase in 
realization values, which is the sole purpose of conversion, is 
likely to be an illusive, if occasionally real, advantage. 


Stock Conversion Trusts in the United States.——The 
stock conversion, or “bankers share” company in the United 
States is, consciously or unconsciously, an adaptation of certain 
foregoing ideas. There is this great difference, however, that 
the stock conversion company in its latest manifestations aims 
not primarily at enhancing market values by “‘splitting’”’ common 
shares into new stock of preferred and deferred type, but at 
affording security by “converting,” for example, a certain 
“unit” composed of purchased common stocks in several dif- 
ferent corporations into a far greater number of share claims, 
each equally participating in dividends accruing to all of the 
deposited securities. The stock conversion company, therefore, 
as lately developed in the United States, is a limited applica- 
tion of the investment trust principle of diversification of risk 
by means of devices hitherto employed mainly for other pur- 
poses. Because its scope is different, the stock conversion 
company does not as a rule issue several types of participating 
shares, diversification within the limits of the trustee deposited 
securities being sufficiently effected by one type of certificate 
representing pro rata claims upon the former. 


Aw ILLustraTION.—Among other stock conversion com- 
panies of recent origin may be mentioned the United American 
Electric Companies, Inc., whose prospectus is sufficiently quoted 
to give a succinct idea of the composition of the trust: 


Unitep AMERICAN ELEcTRIC COMPANIES 
(Incorporated under the laws of the State of Delaware) 
THE CoMPANY 


United American Electric Companies, Incorporated, which is entirely 
independent of the said ten Edison Companies, does not own or operate 
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electric plants or manufacture or sell electric current or equipment. 
It owns Shares of the Common Stock of nine and of the Preferred 
Stock of one of the said ten Edison Companies, as set forth below. 
Under a Trust Agreement dated April 9, 1924, it deposits these Shares 
with the Empire Trust Company, 120 Broadway, New York, as Trustee, 
in blocks of 190 shares each, totalling $10,000 par value (calculating 
as of $100 par value each the 25 shares that are set out as of no par 
value) ; and against each such block it receives 1,000 Bankers Shares 
of $10 each par value, each of which, therefore, represents a I-10 
interest in each $100 par value, and a I-1000 interest in each block of 
the said $10,000 par value of Shares deposited with the Trustee. 


PuRPOSE OF ISSUE 


The Bankers Shares afford an opportunity for investment in the 
securities of these ten Edison Companies which as a whole have 
hitherto been available only to people of large means, banks and other 
financial institutions. They enable the comparatively small investor, 
to whom an investment in these securities has been impossible because 
of their high price, to participate in the annual profits and periodical 
stock dividends distributed by these ten large and prosperous Edison 
Companies, which, with their eighty-two subsidiaries and associated 
companies, form the strongest and most important group of light and 
power companies in the United States. 


BANKERS SHARES 


The Bankers Shares are issued in the form of Bearer Certificates, 
with Dividend Coupons attached in denominations of 5, 10, 25, and 
100 Share Certificates. Under the provisions of the Trust Agreement 
the holders of Bankers Shares have the right, upon two months’ notice 
in writing prior to any dividend date, to surrender their Bankers 
Shares in blocks of 1,000 shares and receive therefor one block of 
deposited stocks of 190 Shares of the said total par value of $10,000. 


Epison Stocks DeEposiTEep 


The Trust Agreement provides that Stocks of the ten Edison 
Companies shall be deposited with the Empire Trust Company, as 
Trustee, in blocks, all being Common Stocks except No. 8 below 
which is 7 per cent Cumulative Participating Preferred Stock, and 
that each block shall be identical (thus permitting of no substitution 
of other securities) and shall consist of 190 shares of $10,000 par 
value (calculating as of $100 par value the twenty-five shares that are 
set out as of no par value) and in the following proportions: 


0 ee i ens. 
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Name of Company Value in Value 
of Shares Unit in Unit 

American Power and Light Company. . PUStmek cies BIO CUR Hotere) 
Brooklyn Edison Company ...). 06.5 6. ce penne s ec ce Too 10 1,000 
Commonwealth Edison Company................... 100 9 900 
Consolidated Gas Company of New York.. fomeen (NO par) 20 2,000 
Detroit Edison Company. . eee LOO Io I,000 
Edison Electric Illuminating Company (Boston). . T0O Be) I,000 
Edison Electric Illuminating ee cee (Brockton). . I0o I 100 
Metropolitan Edison Company. . ae: . (no par) 5 500 
Mince American Gompaniy,..s% ae oo saiiicwitisis«iodiein vid os Io I0o I,000 
Southern California Edison Company............... 100 20 2,000 


190 ©6. $10, 000 


Other Stock Conversion Companies.—The group which 
is responsible for the United American Electric Companies has 
also organized “United American Chain Stores,” representing 
stock in fourteen chain store systems, and the “United American 
Railways,” representing stock in seventeen common carriers. 
Other undertakings of the sort are the “United Bankers Oil 
Company” (shares in ten Standard Oil Companies), and the 
“American Trustee Share Corporation,” which is a deposit of 
common shares in ten corporations of virtually as many dif- 
ferent industries. This corporation, at the time of writing, 
in September, 1925, offered a further issue of “Diversified 
Trustee Shares,” each 1,000 of which represents ownership of 
146 shares in 24 different corporations—6 railroads, 6 public 
utilities, 7 industrials, and 5 Standard Oils. The principles 
followed are the same. The charges deducted in advance would 
appear to be slightly less than 10% of the public’s purchase 
price. The ‘“Nation-Wide Securities Company,’ whose pros- 
pectus is reproduced in Appendix J, issues “trust certificates”’ 
secured by stocks of twenty-five leading industrial, public 
utility, and railroad companies of America, deposited with 
The Colorado National Bank of Denver, Colorado, Trustee. 


Common Features.—In all of these stock conversion com- 
panies will be found the following similar features : 


1. Purchased common shares are deposited with the 
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trustee in uniform “blocks” or “units,’’ representing a specified 
amount of stocks, distributed among the shares of the different 
corporations in which investment is sought according to pre- 
determined ratios. Occasionally the purchase of a small pro- 
portion of preferred stock is permitted. 

2. In return for the deposit of these securities with the 
trustee, the stock conversion company receives “bankers shares,” 
or “certificates,” representing fractional interests (frequently in 
units of one-thousandth) in the “blocks” of deposited shares. 

3. These “bankers shares” are for the most part sold to the 
public as bearer certificates with dividend coupons attached, 
and resemble common shares except that they carry no voting 
power. Their selling price includes dividends accrued at any 
time. 

4. The “bankers shares” are issued in different denomina- 
tions; and as they are without par value, the denomination is 
expressed in units of participating interest in the deposited 
“blocks.” 

5. Issues of “bankers shares” are only limited by the quan- 
tity of collateral offered by the stock conversion company to 
the trustee. 

6. Any holder of ‘bankers shares” who has accumulated a 
sufficient number to represent full claim to a “block” of de- 
posited securities enjoys the right of actual conversion into 
these securities by effecting the exchange at the office of the 
trustee. 

7. No substitution, or change, can be effected in the shares 
deposited with the trustee, except that in a number of stock 
conversion companies a small percentage may be sold, and the 
proceeds reinvested in shares of the other companies already 
represented in each “block” or “unit.” For instance, the pros- 
pectus of “bankers shares” issued by the United American 
Railways declares: “The Trust Agreement also provides that, 
under certain circumstances, the deposited stocks of not more 
that 3 of the said 17 companies or more than 20% of the total 
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par value of the deposited stocks may be sold and the pro- 
ceeds reinvested in the Stocks of the remaining Railway Com- 
panies in the unit.” Similar provisions are found in the case of 
the United American Chain Stores. 

8. The management of the stock conversion company’s 
affairs is, therefore, largely automatic, and consists almost 
exclusively of the distribution by the trustee to holders of 
“bankers shares” of dividends received on the deposited stock, 
as well as the cash return derived from sale of any stock 
dividends or subscription rights. 

g. The profits of promotion for the brokers, and the costs 
of administration by the trustee, are fully collected in advance 
by deduction from the price paid by the public for “bankers 
shares”; and the entire yield of securities purchased with the 
net remaining amount and deposited with the trustee, is, there- 
fore, distributed to the holders of the marketed “bankers 
shares.”’ The brokerage and other charges deducted in advance 
have amounted to from 12 to 14%, and over, of the price paid 
by the public, in different “bankers shares” offers. In one 
case, for instance, the difference between cost of the deposited 
securities, and the price exacted from the public was $2—the 
former being approximately $12, and the latter approximately 
$14. Of this $2, thirty cents went to the originators of the 
scheme, sixty cents to the broker for his sale commission, and 
$1.10 to the trust company serving as trustee, and to the 
brokerage house responsible for the issue. 

10. Very generally, the indenture under which at least the 
earlier of these ‘bankers shares” are issued’ permits the organ- 
izers to make what profits they can upon the deposited secuti- 
ties. By this is meant that the cost of acquisition of such 
securities, prior to their deposit with the trustee, need have no 
relationship with the price paid for the “bankers shares.” What 
profits have been made are, therefore, not to be determined by 
comparing the offering price of the certificates with current 
cost of the trusteed stocks; the question is rather, if the market 
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has been a “bull” one, the original cost of the latter, perhaps in 
the earlier phases of the market. 

11. The price, and realization value, of “bankers shares’ 
therefore varies directly with the aggregate market price of the 
deposited securities, and the amount of dividends accrued 
thereon; but the “bankers shares’’ must always necessarily sell, 
at the time of their initial offering to the public, for a higher 
price than their original conversion value. The latter circum- 
stance results from the fact that brokerage fees and remuner- 
ation for trustee services are deducted in advance. These are 
legitimate charges for the conversion operation, and no objec- 
tion can be made to them provided the operation is in itself 
desirable, and provided also that the ratio of cost is small 
enough to leave adequate real values behind the “bankers 
shares.” 


Certain Recent Developments of the “Bankers Share” 
Principle.—It may be of interest to note here two more recent 
developments of the “bankers share’ principle which involve 
a wider degree of diversification or less rigid restrictions con- 
cerning substitution. The “Mines and Metals Investment 
Trust” has lately issued “trustee shares’ representing partici- 
pation in common shares of forty-four mining and smelting 
companies. These stocks, to quote the prospectus : 


. after their purchase by the Mines and Metals Investment 
Trust, Inc., are transferred into the name of and deposited with the 
Trustee, the Montreal Trust Company, Montreal, Canada. The Trus- 
tee will collect all dividends as and when paid by each of the forty- 
four companies and deposit the same to the credit of the Trustee 
Shares in the Royal Bank of Canada, who will pay the dividend 
coupons due on the 31st day of January and 31st day of July each 
year. 

Trustee Shares are certificates with Dividend warrants attached 
payable January 31 and July 31. Each block or unit is identical and 
consists of exactly 698 shares having a par value of $10,050 as 
specifically set forth in the Trust Agreement. The Trust is permitted 
to issue 1,000 Trustee Shares against the deposit by it with the Trustee 
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of a complete unit. Each Trustee Share, therefore, represents a 
I-1000 interest in each complete unit. 

Under the provision of the Trust Agreement, the Trustee Shares 
are issued in the form of bearer certificates, in denominations of Io, 
25, 50 and 100 shares, with dividend warrants attached. Holders of 
Trustee Shares have the right, upon ten days notice in writing, provid- 
ing the transfer books of the companies are open, to surrender their 
Trustee Shares in blocks of 1,000 shares and receive therefor one 
whole unit of the deposited stock represented thereby. Under the terms 
and conditions of the Trust Agreement, these securities exactly as 
deposited in blocks as hereinafter set forth, are held by the Trustee for 
the benefit of the holders of the Trustee Shares and there can be no 
substitution, except as provided. 


The provisions for substitution are interesting, and repre- 
sent a slight advance upon the more rigid requirements of the 
earlier mentioned companies : 


If any stock deposited with the Trustee should give indication that 
its value or earning capacity may be impaired and is no longer desirable 
from an investment standpoint, the facts must be communicated to 
the Trustee who shall thereupon sell such stock and reinvest the 
proceeds in the remaining shares in the unit, or distribute the proceeds 
equally among the holders of the Trustee Shares. 

If any stock in the unit should show a market appreciation of 25 
per cent or more above the cost of original acquisition and it be deemed 
advisable to realize such profit, the Trustee may sell such stock and 
reinvest the whole or any part of the proceeds of such sale in any of 
the remaining shares of the unit or may distribute such proceeds or 
any part thereof ratably to the holders of Trustee Shares on the next 
dividend date, or such proceeds or profits may be set aside in a special 
reserve fund for the benefit of the holders of these Trustee Shares. 

All stocks deposited with the Trustee as collateral security for the 
issuance of Trustee Shares must at all times continue to conform to 
these strict rules and can not be altered or changed, nor can any other 
substitution be made by either the Trust or the Trustee. 


The Financial Investing Company of New York, which 
operates also as a general investment trust, has introduced 
lately some new variations of the “bankers share’ idea in the 
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form of “Foreign Government Bond Trust Certificates.” 
These differ from the foregoing primarily (1) in the deposit- 
ing of foreign government bonds instead of domestic com- 
mon shares, (2) in the appeal to the investor of a greater yield 
to be obtained on foreign government than domestic bonds 
owing to the comparative undervaluation of the former in the 
American markets, and (3) in the provisions for substitution 
(either to take gains or to prevent losses) which are much more 
liberal than those mentioned heretofore and are explained in the 
following quotation from the prospectus: 


ForEIGN GOVERNMENT BoNnp TrRuST CERTIFICATES 


TrustTEED Bonns: Bonds will be deposited with the Trustee in iden- 
tical Investment Units, each of which will consist of one $1,000 piece 
of each of fifteen foreign government bonds, listed on the New York 
Stock Exchange, as follows: 


Austria Guaranteed 7% Bond, Hungary 7%s, 1944 

1943 Peru External 8s, 1944 
Belgium External 6s, 1955 Bolivia External 8s, 1947 
Czechoslovak External 8s, 1952 Chile 8s, 1946 
Finland Sinking Fund 7s, 1950 Salvador First Lien 8s, 1948 
France External Sinking Fund Uruguay &s, 1946 


8s, 1945 Brazil External 8s, 1941 
Germany External 7s, 1949 Japan External 6%s, 1954 


Greece 7s, 1964 


PROTECTION OF PRINCIPAL: To avoid depreciation of principal or 
to take capital gains, the creator of the Trust, Financial Investing Co. 
of New York, Ltd., may require the Trustee to sell any of the bonds 
held by the Trustee and, upon the approval of owners of Trust Cer- 
tificates given at a meeting to be held within fifteen days after each 
such sale, may require the Trustee to reinvest such proceeds in addi- 
tional bonds to be held by the Trustee as a part of each Investment Unit. 


Save for the further fact that these “Foreign Government 
Bond Trust Certificates” are registered, the income being pay- 
able by check rather than by the clipping and presentation of 


coupons, they do not essentially differ from the ordinary 
bankers share. 
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Pros and Cons of the “Bankers Share.”—The “bankers 
share” holder enjoys absolute assurance that the securities 
underlying his participating shares will never be altered save 
within the narrow limits clearly specified in the trust deeds. 
The administration of the deposited “blocks” is imposed upon 
the trustee in such clear terms as to minimize the possibilities 
of abuse. If in the administration of the stock conversion 
company’s affairs, however, the “failures of commission” are 
eliminated by the strict character of the trust deed under which 
the “bankers shares” are issued to the public, the ‘‘failures of 
omission”’ are not only not avoided, but are practically made un- 
avoidable. Efficient management of a moneyed estate consists 
not only in refusing to buy questionable securities, but also in 
withdrawing from possession of shares in moribund or un- 
sound enterprises, on the best terms obtainable, and reinvesting 
in stocks or bonds of higher quality. Such latter services can- 
not be rendered by the trustee under a “bankers share” agree- 
ment, as little or no discretion is left with the administrators. 

It is for this reason of great importance that the prospec- 
tive investor should check over with care the list of deposited 
securities. The collateral base of the “bankers share” being 
virtually unchangeable, its soundness is vitally dependent upon 
the continued prosperity of a small number of companies to 
whose fortunes it is irrevocably committed. If the original 
choice is not made with discretion and good judgment, the stock 
conversion company is as capable of abuse in one way as the 
investment trust is in other ways common to all corporate 
activity—the possible mismanagement of current affairs by its 
directors. The irrevocable trust deed drawn in favor of the 
“bankers share” holder does not make this type of participat- 
ing certificate superior to the common share in a regular in- 
vestment trust. As the latter may become practically worthless 
because of careless management (as is the case with any form 
of share), so it is also likely to prove in the long run far 
sounder and more profitable than the “bankers share,” if the 
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standards under which the affairs of the investment trust are 
administered are rightly drawn and if advantage is taken of 
the many ways open to it of increasing the earning assets and 
the equity behind the deferred stock. 

It is maintained by promoters of stock conversion com- 
panies that the added market created for deposited securities 
by bringing the force of the smaller investor to bear upon 
the demand for them will tend to raise the conversion value of 
“bankers shares.” This is problematical. Certainly huge 
quantities of “bankers shares” would have to be sold, greatly 
to affect the market for any one of the deposited securities. In 
this case appreciable amounts of collateralled shares would have 
become lodged in hands of trustees—a condition which might 
conceivably restrict the volume of current dealing in them on 
the stock exchanges and make the current market for them 
less dependable. 

In any case, the realization value of any security in the 
long run must accord with the public judgment of its return 
and safety, and it seems doubtful if any artificial factors of de- 
mand can permanently raise its price. Assumptions of this 
kind are purely hypothetical, and cannot be demonstrated, so far 
as the writer is aware, by reference to American or foreign 
experience. 

The Governing Committee of the New York Stock Ex- 
change adopted, in July 1924, the following resolution: 


That participation by a member of the Exchange or Stock Exchange 
firm in the formation or management of investment trust corporations 
or similar organizations, which in the opinion of the Governing Com- 
mittee involve features which do not properly protect the interests of 
investors therein may be held to be an act detrimental to the interest 
or welfare of the Exchange. 


This resolution had reference primarily to stock conversion 
companies, and the possibilities of abuse in a careless applica- 
tion of the investment trust principles. It is probably true 
that the Governing Committee looked with disfavor upon 
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what several of them conceived as a method of immobilizing 
securities, and taking blocks of them off the active trading lists. 

A similar note of warning with regard to further experi- 
mentation is sounded in the New York Times of September 7, 
1924, by Winthrop Burr, Chairman of the Committee on Busi- 
ness Conduct : 


It [investment trust] is not a “get-rich-quick” idea and should not 
be permitted to fall into the hands of mer filled with that design. 
Our wish is to put the public on its guard and to help our own members 
at least to avoid forms of this plan which are not calculated to protect 
their customers. 


Fundamental Differences between the Stock Conversion 
and the Investment Trust.—The stock conversion company 
in its latest form (investment trust) is a comparatively new 
experiment. Arrangements of the kind are not to be com- 
mended by reference to foreign experience, for the successful 
investment trusts of Great Britain are, without exception, run 
on radically different principles, and the European companies 
are generally built on altogether different lines. It is difficult 
to escape the conclusion that the majority of stock conversion 
or bankers share companies have been created quite as much to 
afford immediate profit to their promoters as to fill any long- 
felt need in American finance. 

By way of recapitulation, the chapter might be concluded 
with a brief résumé of the principal differences between the 
stock conversion, or “bankers share” company, and the in- 
vestment trust: 


1. The investment trust accomplishes a far wider distribu- 
tion of risk than the “bankers share” company. 

Distinct investments of the former run often into the 
hundreds. The deposited securities of the latter comprise 
generally issues of but ten or twenty companies, while in only 
two or three instances do these companies represent different 
industries. Moreover, the securities bought by stock conversion 
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trusts are practically entirely common stocks, while the invest- 
ment trust diversifies its holdings among bonds, preferred 
stocks, and common shares. 

2. The skilled management of an investment trust guards 
its assets by taking advantage of profitable opportunities to buy 
and sell, and alters its investments gradually and advantageously 
as circumstances may determine. 

The “bankers share’ company, on the other hand, gener- 
ally permits no change in the composition of its investments. 
Once the securities have been deposited and the participating 
shares issued, the administration of a “bankers share” or 
similar company is purely the routine work of collecting divi- 
dends, and distributing them pro rata to holders of the partici- 
pating shares. Where slight alterations are permitted in the 
composition of the deposited securities, the net result of these 
changes is to reduce further the diversification of the latter. 

3. The “bankers share” investor buys with assurance that 
the underlying collateral will remain unaltered. The common 
share holder of an investment trust, on the other hand, enjoys 
the usual voting power in its control, and entrusts his directors 
with the task of maintaining sound securities in the portfolio 
and altering their composition as market circumstances warrant 
and the interests of the trust require, within limits, and accord- 
ing to standards, specified in the by-laws. 

The purchaser of an investment trust bond is occasionally 
secured (as described in the following chapter) by pledge with a 
trustee of mixed collateral having superior realization value, 
under an agreement permitting withdrawal in return for the 
substitution of equally acceptable bonds and shares. 

4. The investment trust usually aims to build up sub- 
stantial reserves by reinvesting any profits made in turnover, 
or in altering its investments. It also frequently shunts a por- 
tion of its annual net revenue to the reserves. The “bankers 
share” company, on the other hand, automatically distributes 
all of its earnings as dividends on the participating shares. 
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5. The shareholder in an investment trust generally enjoys 
certain other substantial sources of revenue, among which is 
the margin, accruing to net earnings, between the borrowing 
tate on its adequately secured bonds or debentures, and the 
yield which may be obtained by investing funds so borrowed. 
Short-terms loans from banks may also be negotiated at times, 
and funds not immediately invested may be loaned on ample 
security. British investment trusts command other forms of 
income, including especially fees for participating in reputable 
underwriting syndicates. 

The “bankers share” holder is by this token entitled to 
his share of income on the pledged securities. By way of 
contrast, the shareholder in an investment trust is part owner 
of a distinct type of business enterprise, whose income is de- 
rived from several sources, and whose operating capital is ob- 
tained in a number of ways. 

6. For the above reasons, both the dividend and the market 
price of “bankers shares” fluctuate widely in accordance with 
general business or financial conditions, as these impinge upon 
the narrow list of securities held. 

Shares in investment trusts, on the contrary, are more likely 
to show a steady tendency. Dividends paid on them, given 
good management, tend to be steady or advancing, not only be- 
cause bonds and preferred stocks constitute an important part 
of the investment trust portfolio, and its income is thus more 
stable, but also because its earning reserves represent a solid 
“line of defense’? enhancing the equity behind the securities it 
issues to the participating public. 


CHAPTER XV 


A PIONEER AMERICAN INVESTMENT TRUST 


Originality among Investment Trusts in the United 
States.—Neglected though the investment trust has been in the 
United States, comparatively speaking, to the present time, there 
are not lacking undertakings which may properly be so classi- 
fied. The progress of these recently organized trusts is being 
watched with keen interest in the financial world, for they are 
applying in a new environment at least some of the principles 
which nearly fifty years of experience have made well under- 
stood in the investment markets of London and Edinburgh. 
As their success or failure will considerably influence the course 
of American developments in this direction, and the modification 
or improvements which conditions in the United States may 
suggest in organization and administration, it seems advisable 
to examine them in some detail in this and the following chapter. 
This is particularly true in view of the fact that among the ten 
or a dozen American undertakings showing most or all of the 
characteristics of the investment trust (raising capital by shares 
and bonds, broad diversification, portfolio management, free- 
dom from managerial or directive responsibilities), there are 
emerging at least three or four distinct types—a far greater 
variety in fact than may be found in any other country. For 
this reason a brief survey of the principal trusts now functioning 
in the United States is in order, even though, in the effort to 
present a clear-cut picture of each, a certain amount of repetition 
becomes necessary of material earlier introduced as illustrative 
of various phases of investment trust management and organi- 
zation. 


International Securities Trust of America.—The largest 
and one of the most active among the purely investment trusts 
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‘now existing in the United States is the International Securities 


Trust of America, whose organization in April, 1921, represents 
one of the first endeavors to introduce into our country this type 
of financial institution. Functioning as a common law trust of 
Massachusetts, it only began its more active public appeal in the 
late spring and early summer of 1923, when an amended declar- 
ation of trust was adopted which constitutes its present operat- 
ing basis. This declaration, which sets forth the requirements 
governing the activities of the board of trustees, vests full vot- 
ing power in the shareholders and corresponds to the ordinary 
corporate charter, is reproduced in full in Appendix C. 


Purely an Investment Undertaking.—The business of the 
trust, it is declared in Article IV “shall be limited in nature to 
the investment and reinvestment of capital. The trustees shall 
not use the funds of this trust in connection with, nor engage 
the trust in, any enterprise involving promotion, business man- 
agement or underwriting.’’ These stipulations distinguish the 
trust as an investing one, and make impossible the undertaking 
of any activities typical of the financing company. In one 
respect the Trust here breaks sharply with the practices of 
British investment trusts, many of which engage in a certain 
amount of underwriting in connection with those issues accep- 
table for permanent investment in case the underwriting guar- 
anty must be drawn upon. 


Basic Security.—In Article IV of the Amended Declara- 
tion of Trust will be found the fundamental principles by which 
the trustees must be guided in authorizing investments. These 
provisions may be summarized as follows: 


1. Funds should be invested in marketable securities accord- 
ing to regulations adopted by the trustees, but conforming, in 
any case, with the following standards: 


(a) The issuer, whether governmental or private, shall have 
been established for at least four years. 
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(b) Accurate data bearing upon history, management, assets, 
earnings and income of the “governmental authority 
corporation or organization” issuing the securities 
must be obtainable. 

(c) The nation in which the securities have originated must 
have demonstrated its financial stability, and its respect 
for the rights of private property. 


2. The trust is forbidden to purchase, or acquire in any 
way, its common shares. The same inhibition applies to its pre- 
ferred stock, its bonds and other evidences of indebtedness, 
except that these may be purchased for retirement and cancella- 
tion. 

3. The trustees are authorized and instructed to sell any 
investments which have so deteriorated as not to be further 
eligible for purchase by the trust; and such sale or disposition 
must be effected within one year of the ascertainment of this 
fact. 


PRACTICAL TESTS IN APPLICATION OF ABOVE PRINCIPLES. 
—Working in accordance with the standards sketched above the 
trustees of the trust have drawn up a set of practical tests which 
are applied to every contemplated purchase of securities for the 
portfolio. These tests have to do, in the case of common and 
preferred stocks, with such factors as: 


1. The ratio which the net earnings of the security, in given 
periods preceding purchase, bear to the purchase price; 

2. The rate of return on the purchase price represented by 
dividends earned and paid during certain periods prior 
to acquisition ; 

3. The net asset value as compared with the purchase price, 
(which must be at least 150% in the case of preferred 
or common shares, and 200% in the case of bonds) ; 


4. The extent to which the security is tried, seasoned, and 
marketable. 


In the purchase of bonds and other evidences of indebted- 
ness, the above-guiding principles are followed in so far as 
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they are applicable to such securities, and save for government, 
state or municipal bonds, the book value of net assets must be 
considerably higher than in the case of common and preferred 
shares. These provisions have been elaborated independently, 
but after study of American legislation defining eligibility in 
trustee investments, of “Blue Sky” laws of our various com- 
monwealths, determining the standards to which public offers 
must conform in the respective states, and of investment 
standards of British investment trusts. In order to preserve 
flexibility, as far as this is consistent with safety in managing 
the portfolio, criteria of the kind suggested above are made 
applicable in alternate groups, with the result that proposed 
investments not reaching all requirements, but showing excep- 
tional strength under several heads, may be given the considera- 
tion their intrinsic strength merits. 

The by-laws have also defined more clearly the conditions 
under which trustees are obligated to dispose of undesirable 
holdings. Such liquidation on the best terms obtainable must 
follow within reasonable time after disclosure, by data available 
to the trust, of a shrinkage in book value of underlying assets 
within certain agreed minimum protective margins above the 
original acquisition price. 


Provisions for Altering the Composition of Portfolio.— 
Section 5, Article IV of the Company’s Amended Declaration 
of Trust, further states that “The Trustees, in their discretion, 
at any time and from time to time, may sell and dispose of any 
securities belonging to the Trust, and may invest and reinvest 
in accordance herewith the proceeds received therefrom.” The 
next section also reads as follows: “The Trustees, from time to 
time, may withdraw any or all securities . . . for the purpose 
of selling or disposing thereof or for the purpose of depositing 
or pledging the same as security for the payment of obligations 
of the Trust.” 

The right of turnover is thus reserved in the declaration of 
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trust, and in this respect the International Securities Trust 
follows the standards of the British trusts. Managers of the 
trust are enabled to take advantage, within the standards of 
purchase specified by the declaration and by-laws, of upward 
and downward swings in the securities markets—now selling 
and now buying when these fluctuations in values touch the 
predetermined disposal or acquisition figures for different issues 
within the field of the trust’s permitted investments. 


Standards of Diversification—The standards of diversi- 
fication of the International Securities Trust, which had assets 
exceeding $9,500,000 on March 1, 1926, may be here sum- 
marized under the headings (1) by country, (2) by type of 
security, and (3) by issuer.’ 


1. By Country.—It is stipulated in the amended declara- 
tion of trust that at any one time not more than 70% of the 
total funds of the International Securities Trust may be placed 
in securities originating in the United States; that not more 
than 55% may be invested in securities of English origin; and 
that 35% shall be the maximum for any other country. 

The present portfolio contains securities originating in 
twenty-eight countries, the proportion of American investments 
being somewhat higher than for any other country. 


2. By Type or SEcurity.—The safeguards in purchasing 
described in preceding paragraphs have created obstacles com- 
paratively speaking, in the acquisition of common shares, and 
for this reason bonds and preferred stocks predominate in the 
portfolio. Under the provisions governing more specifically 
the geographical distribution of investments, certain maximum 
percentages of the total amount available for investment in any 
one country may be utilized in purchasing government and 
municipal bonds, and common and preferred stocks. (See 
Article IV, Appendix C.) The distribution of the portfolio by 
type of security (September 1, 1925) follows: 


1 The balance sheet of the trust is reproduced in Appendix D. 
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Per Cent 
PRORAS ae aeep ets. Sesh RACE Les eo nears in aes 74 
Preferred stocks, and bank shares.................... 22 
Common stocks ween Reta okies aelel ed 


3. By IssuER.—It is provided that in any case the trust 
shall never purchase or hold a majority of any one issue of secu- 
rities. In practice, however, not more than %4 of 1% of the 
assets of the trust are on the average invested in securities of 
any one issuer, so that at least four hundred different issuers are 
represented in the portfolio at any one time. On September 1, 
1925, there were over 475 issuers represented among the 575 
different securities held. In the maximum amounts which may 
be invested in any one country, certain maximum ratios are 
given for investment in securities of any one issuer, while other 
provisions assure an adequate distribution among different 
classes of business or industry. (Article IV, Appendix C.) 


Purchasing Securities in Depressed Periods.—A guiding 
principle applied in purchasing for the portfolio of International 
Securities Trust is the acquisition of any security at a figure 
representing a potential profit, that is, for a price considered 
below the intrinsic worth as revealed by careful statistical 
analysis. Starting with the more than 200,000 issues, repre- 
senting a majority of the world’s securities, as its possible field 
of investment, the trust, by the application of simple statistical 
tests, has eliminated as ineligible some 85% of all securities con- 
sidered. The remaining 15% is subjected to further analysis, 
classification and grading with a view of constantly casting 
up those which are inherently most desirable. At any given time 
orders are outstanding in a dozen or more international markets 
for, on occasion, as many as a thousand different securities, but 
only at purchase prices which as a rule are below the prevailing 
market. These bids are for definite quantities at given prices, 
the several offers for purchase being made at various hypothet- 
ical figures in such a way that the number of shares or bonds 
acquired, as the case may be, increases as the price drops. 
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Capital Profits—Of these qutstanding orders only com- 
paratively few are filled at any one time, but the law of average 
operates to insure a considerable volume of daily purchases. 
Such a system of buying, involving continual analysis of many 
hundreds of securities, automatically directs attention to de- 
pressed markets in any part of the world, for it is in such centers 
that purchasing is necessarily most active at any time. The 
securities purchased being leaders in their class, they tend to be 
in the vanguard of any recovery movement and among the 
first to register book appreciation. When it appears that such 
appreciation, measured by current market quotations, has 
reached a point where the trust can not longer afford to hold 
certain securities, they are sold and the proceeds reinvested in 
issues of higher current yield. In other words, when the money 
which investments will yield upon liquidation may be employed 
to acquire other eligible securities which, with a view to all the 
circumstances, afford higher return, a re-alignment generally 
occurs in the trust’s investments. 


The Problem of Guarding Portfolio.—Guarding the inter- 
ests of an investment trust in placing its capital constitutes a 
problem embodying, among others, the following elements, 


1. THE DEGREE OF DIVERSIFICATION IN THE PoRTFOLIO. 
—We have seen in earlier chapters that the British trusts do not 
bind their directors by detailed written instructions covering 
standards of investment, or specifying degree of diversification 
by arbitrary percentages of capital. In the United Kingdom the 
investment trust has attained such popular confidence that the 
names of certain directors and organizers, and the unquestioned 
soundness of the many trusts for which they have long been 
responsible, constitute a sufficient pledge for investors that their 
money will be wisely administered. It is to be hoped that such 
conditions will ultimately obtain in the United States. But as 
investment trusts are as yet for the most part an unknown 
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quantity in this country, it is only natural that public esteem 
should be cultivated by such clearly imposed safeguards that 
“he who runs may read.” 


2. THE Basic SouNDNEss oF SECURITIES PURCHASED.— 
The International Securities Trust avoids purchases savouring 
of speculation, or of a new or untried character. These pro- 
visions are aimed to assure a portfolio of strength and quality 
at a time in the evolution of American investment trusts when 
carelessness or mistakes of judgment might have unfortunate 
consequences for future undertakings of the sort. Here again 
it must be observed, however, that foreign practice has sanc- 
tioned less conservative methods on occasion, for many of the 
highly successful investment trusts of the United Kingdom have 
not hesitated to acquire common shares of new or quasi-specula- 
tive enterprises in quantities justified by their proportional 
holdings of prior-lien securities and the spreading of risk which 
underlies all of their investments. 


3. REASONABLE CosT OF SECURITIES PURCHASED, AS Com- 
PARED WITH THEIR YIELD AND Book VaLueEs.—The advisa- 
bility of an acquisition is, of course, determined not only by 
its quality, or prospective return, but also by the price which 
must be paid for it. The duty of investment trust managers is 
to obtain as high an average yield on the capital entrusted them 
as is consistent with its safety. There are times when a security 
basically sound would not constitute wise investment for a trust 
because its current selling price represents an unnecessarily high 
capitalization of its undoubted gilt-edged character, and be- 
cause an investment trust, enjoying safety in diversification, 
cannot afford to pay more than a reasonable market rate in the 
case of any one security. On the other hand, there are occasions 
when prices of speculative or quasi-speculative issues are so rela- 
tively depressed that they afford wise and profitable channels of 
investment within definite limits, because in the spread of hold- 
ings there is reasonable stability. The International Securities 
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Trust confines its purchases to what it regards as sound issues, 
and also takes steps to acquire these at prices affording an 
economic profit. 


4. ELIMINATION FROM THE PorTFOLIO OF DETERIORAT- 
inG INvESTMENTS.—The precautions in this regard are made 
obligatory, within maximum time limits, upon the trustees of 
the International Securities Trust. Such time limitations, 
however, are rather the exception than the rule overseas, for the 
opportunity of disposal under most advantageous circumstances 
may not necessarily arise within any definitely determined 
period. 

So far, then, as the investment side of its activities is con- 
cerned, the International Securities Trust is built upon general 
lines of British experience, long followed by investment trusts 
in London, Glasgow and Edinburgh. In certain respects it 
seems more conservative in the agreement, by-laws, and prac- 


tices than is ordinarily considered wise or necessary in those 
centers. 


Capital Structure——In Chapter III it has been seen that the 
typical British trust reserves the right to borrow, on debentures 
or other evidences of indebtedness, sums not exceeding the 
amount of its subscribed capital, and that the original “shares” 
are generally converted into “preferred” and “deferred stock” 
at the ratio of 60 to 40%. ‘Theoretically, therefore, every £200 
of capital controlled by such a trust would be composed of £100 
raised by issuing debentures, £60 realized by selling preferred 
stock and £40 by selling common shares. With the Interna- 
tional Securities Trust, the theoretical capital set-up is $100 


raised by issuing bonds for every $60 in preferred shares and 
$20 in common shares. 


Nature of Securities Issued—Collateral Trust Bonds. 
—In one important respect the bonds so far issued by the 
International Securities Trust differ from those of the typical 
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British trust. Technically speaking, the latter are debentures, 
while the former are a type of collateral trust bond. Complete 
freedom is enjoyed in either case in altering the composition 
of the portfolio, but the security of the British investment trust 
bond consists only in its prior lien upon income and assets, 
and in the general policy of limiting debenture borrowing to an 
amount not in excess of capital derived from sale of stock, 
while in addition the collateral trust bond involves special pledge 
of collateral. The latter arrangement makes the management 
of an investment trust’s portfolio somewhat more cumbersome, 
although if the trust deed is drawn with sufficient care, it carries 
greater assurance of safety to the investor. 

The British debenture is not, however, inherently superior 
for investment trust purposes to the collateral trust bond. 
An understanding for substitution of collateral satisfactory at 
once to trustee and management can be embodied in the trust 
agreement under which bonds are issued. Thus there is 
coupled a reasonable facility in altering the portfolio, with the 
added assurance which a public unacquainted with investment 
trusts must necessarily feel in obligations secured by deposit of 
investments, 

ConpiITIOoNs OF Bonp Borrowinc.—The International 
Securities Trust has sought in four ways to approximate con- 
ditions under which it could borrow on a favorable basis. 
These are as follows: 


1. Section 2 of Article V in the amended declaration of 
trust provides: “No obligation shall be issued unless at the 
time of the issuance thereof the value of the cash and securities 
(taken at the net cost price thereof) held by the Trustees here- 
under shall exceed the aggregate amount of all indebtedness of 
the Trustees hereunder ? (except that represented by the prin- 
cipal amount of the obligations) by an amount equal at least to 
one hundred eighty per cent (180%) of the aggregate principal 


2 Including “bond interest reserve fund.” See (4) below. 
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amount of such Obligation and all other Obligations at the time 
issued and outstanding.” | 

2. In its agreement with the trustee for its bonds (The 
Guaranty Trust Company), the trust covenants that the market 
value of collateral securing the bonds shall always be maintained 
at a minimum of 115% of the par value of the bonds outstand- 
ing. The trustee only authenticates new issues of the bonds 
when collateral providing this margin is actually deposited with 
it in sufficient amount to cover all of the new issue. If the 
market value of deposited securities at any time falls below 
the 115% margin, the bonds are technically in default and 
deposit of further securities is required. The Guaranty Trust 
Company is required to make independent check of current 
market value of hypothecated collateral; while every new issue 
of bonds under this trust agreement necessitates such a step. 

3. It is further stipulated that when $1,000,000 or more 
of bonds are outstanding, the underlying collateral shall always 
be so diversified that at least four hundred different issuers are 
represented; while not more than 10% face value may be 
securities of any governmental authority, and not more than 3% 
securities of any private issuer 

4. After payment of interest on the bonds and before 
meeting the preferred dividend, the trust binds itself to set 
aside semi-annually 15% of remaining net earnings as a “bond 
interest reserve fund” to be deposited with the trustee for the 
bondholders until such time as a special reserve has been 
accumulated equivalent to five years’ interest.2 This reserve 
must be thereafter so maintained. 


The Preferred Shares.—As is the case with most of the 
British trusts, preferred shares of the International Securities 
Trust are issued only in conjunction with common. This end 
is not accomplished, however, as with the British trusts, by 


3 It is stated that the issue of bonds carrying the special collateral trust featu: 
3) will shortly be discontinued; and that a bond will be offered protected by the rome ides, 
provisions (r and 4), and resembling more closely the British investment trust debenture. 
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“splitting” original “shares” into agreed ratios of preferred 
and “deferred,” but by marketing shares in units carrying one 
share of preferred (par value $100) and a half share of com- 
mon (no par value). The preferred shares of the trust are 
issued under the following conditions: 


1. The market value of the trust’s net assets, after all in- 
debtedness has been deducted, including the “preferred share 
dividend reserve fund,’ must exceed by at least 25% the par 
value of preferred stock outstanding and then to be issued. 

2. Such net assets, taken at their cost value, must exceed 
by at least 334% the par value of preferred shares outstanding 
and then to be issued. 

3. When the proper amounts have been set aside for interest 
on bonds, for the “bond interest reserve fund,” and for the pre- 
ferred share dividends, a sum equivalent to 1214% of the re- 
maining net earnings must be annually put aside as a “preferred 
share dividend reserve’; and this reserve must accumulate until 
it equals ten times the annual preferred share dividend, and | 
must be maintained thereafter at this full amount. 


The following excerpt from the amended declaration of 
trust defines the conditions under which holders of preferred 
shares may exercise voting powers: 


So long as dividends at the rate per annum prescribed by the 
Trustees for each series of Preferred Shares, respectively, shall be 
paid thereon as herein provided, the holders of the Preferred Shares 
shall not be entitled to vote for the election of Trustees nor, except as 
otherwise herein’ specifically provided, shall any voting power what- 
ever on any question be vested in the holders of the Preferred Shares ; 
but in the event that dividends on the Preferred Shares at said rate 
per annum shall not be paid during any calendar year and such default 
shall not have been made good during the next ensuing calendar year, 
then and in such event the holders of the Preferred Shares, until such 
default shall have been cured, but no longer, shall have and may exer- 
cise full voting rights upon such shares held by them to the same 
extent as if the foregoing limitations upon said rights had not been 
established. The holders of Preferred Shares, however, may vote 
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upon any question submitted to the shareholders, provided that they 
shall have been requested so to do by the Trustees. 


Common Shares.—The holder of the trust’s common 
shares is in a position analogous to that of the owner of common 
stock in any corporation. He elects the trustees, and exercises 
voting powers ordinarily ascribed to common stock. Moreover, 
in preceding paragraphs it was shown what maximum ratios the 
capital raised by borrowing and by sale of preferred shares must 
bear to that derived from the sale of common. The provision 
that assets, at cost, minus all indebtedness other than bonds, 
must be at least 80% in excess of the par value of the latter, 
permits the trust to borrow an amount but slightly (i.e., 25%) 
in excess of its share capital. Similarly, the above-mentioned 
provisions affording a margin of protection for preferred share- 
holders require that at least one-fourth of all capital raised by 
sale of shares should represent the contribution of common 
stock holders. 

Common stock of the trust is entitled to any net earnings — 
after deduction of bond interest, preferred share dividends, and 
the special reserve funds accumulating for both. The latter 
make obligatory, before any dividends are payable on common 
shares, the setting aside of minimum semi-annual amounts ac- 
cumulating until the totals of these two special reserve funds 
reach five times the annual bond interest requirements, and ten 
times the annual preferred share dividend respectively, or, in 
other words, until the funds so constituted are equivalent to 
approximately 40% of the entire outstanding capital on the 
assumption that bonds, preferred shares and common shares are 
issued in the ratios described. 

In the standard capital set-up toward which the trust is at 
present working, $100 is raised in bonds for every $60 in pre- 
ferred and $20 in common. That is, of the entire capital, some 
56% would represent the contribution of bondholders, 33% 
the funds raised by sale of preferred, and 11% the funds raised 
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by sale of common. When the “bond interest reserve fund” 
reaches five times the annual interest, an amount approximately 
equivalent to 30% of the face of the bonds will have been set 
aside, or roughly, 17% of the entire capital. When the “pre- 
ferred dividend reserve fund” reaches ten times the annual 
preferred dividends, at, say, 614%, an amount approximately 
two-thirds of the face of the outstanding preferred will have 
been set aside, or roughly, 2114% of the entire capital. These 
two funds, therefore, will represent nearly 40% of the entire 
capital, or about three and a half times the amount raised by 
sale of common shares. 

As a matter of fact, on the present basis of sales of bonds, 
preferred and common shares of the International Securities 
Trust, it will be some time before the proportion of capital con- 
tributed by common shareholders is as low as that provided for 
in the standard ratios. 


Earnings on Common Shares.—At first blush it might 
appear that holders of common shares in the International 
Securities Trust would have to wait a considerable period for 
their dividends if these special reserve funds are segregated, 
and if there are also set aside every year such additional amounts 
as a conservative policy of reserve accumulation would dictate. 
While fortifying the position of the common shareholder and 
ultimately increasing his dividends, these deductions from 
revenue would leave little or no current net earnings were it not 
for the fact that profits realized on turnover are written into 
current revenue, in the same way as the purely investment in- 
come, and are thus utilized to a considerable extent in the 
building up of these special and general reserves. The manage- 
ment of the International Securities Trust maintains that a 
yearly average of from 10 to 12% can be earned, on its entire 
invested capital, of this from 6 to 7% representing the purely 
investment return and the remainder the realized gains on turn- 
over. The importance of borrowed capital to the common 
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shareholder is evident in comparing the above expected return 
on the entire invested capital with the cost of that portion of it 
represented by bonds and preferred shares issued by the trust 
in the proportions earlier described. 


Relation of International Securities Trust with its Fiscal 
Agent.—Rather unusual contracts for the raising of its capital 
and the management of its portfolio exist between the Trust in 
question and its fiscal agent, the American Founders Trust. 
The latter, which is also a Massachusetts trust, was created for 
the purpose of organizing and managing the International 
Securities Trust, and other investment trusts at a later time. 
It is not, therefore, an investment trust in the strictest sense, 
but might perhaps more properly be designated by the title “an 
investment trust for investment trusts.” This has reference not 
primarily to the fact that the American Founders Trust stands 
responsible to the trustees and officers of the International 
Securities Trust for the investment and reinvestment of the 
latter’s funds, but to the circumstance that it possesses a 
considerable portfolio of its own, managed according to in- 
vestment trust principles, and that an ever-increasing proportion 
of its assets is in the shares of investment trusts. Although 
constituted in an entirely different way, the American Founders 
Trust, so far at least as its managerial services for investment 
trusts are concerned, may perhaps ultimately be compared with 
the London and Edinburgh firms of accountants and investment 
bankers which administer jointly the affairs of the several trusts 
in their respective groups. 


The Raising of Capital—By virtue of its exclusive con- 
tract with the International Securities Trust, the American 
Founders Trust enters into agreements with bond houses and 
investment bankers, particularly in the large cities of eastern 
United States and New England, for the distribution of the 
bonds and share units (a share of preferred coupled with a 
half share of common) of the former. All commissions on 
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sales are paid by the American Founders Trust, which turns 
over to the International Securities Trust for immediate invest- 
ment the entire amount of the public purchase price. 


Options on Common Stock.—The compensation of the 
fiscal agent for its services and outlays in distributing bonds and 
shares of the International Securities Trust of America consists 
in options to acquire common stock of the trust, in amounts pro- 
portional to capital thus raised for it, at the original issuing 
price of its common stock to the public. As the unexercised 
options increase in value with rising dividend rates and market 
values on the trust’s common shares, it would seem to the advan- 
tage of the fiscal agent to exercise the utmost skill and care in 
its services for the trust, and thus increasingly to share in the 
profits it is helping to create. 

This principle is not unlike that commonly applied in the 
issue of “founders shares’ or stock bonuses for the manage- 
ment, except for the fact that these options to purchase com- 
mon stock are only granted in proportion to the sales of bonds 
and share units‘of the trust, effected through the efforts and at 
the expense of the fiscal agent, and can only be exercised, as 
mentioned above, by the payment of an amount equivalent to the 
original issue price of common to the public. 


Protection of Common Stock in the Exercise of Options. 
—The exercise of options acquired, as previously described, 
by the American Founders Trust is conservatively restricted, 
and according to contract they will be taken down over a con- 
siderable period of years. This contract with the International 
Securities Trust has introduced safeguards against the weaken- 
ing of its common shares by a possible sudden capitalization of 
the fiscal agent’s rights. Moreover, the latter’s options may 
increase in value as they are retained among its assets and this 
circumstance tends to encourage the fiscal agent to keep from 
the market the shares it acquires under options. 
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A Close Bid and Asked Market.—The bonds and stocks 
of the International Securities Trust are not as yet listed on the 
exchanges. Daily “bid” and “asked” quotations appear, how- 
ever, under the caption “Investment Trusts” in leading New 
York and Boston papers. Some six or seven other companies 
are listed under this heading, several of them being “bankers 
share’ companies, or financing investment trusts. A close 
market is maintained for the International Securities Trust’s 
securities by its fiscal agent in co-operation with approximately 
one hundred distributing houses. 


Management of Portfolio.—In addition to raising the 
capital of the International Securities Trust, the American 
Founders Trust also manages the former’s portfolio in accord- 
ance with the general principles discussed in Chapters V and VI, 
but always under the direction of the former’s trustees. The 
compensation for this service is fixed at an annual percentage 
of the trust’s gross income. Increasing attention is being paid 
to foreign purchasing, and a staff of statistical and analytic 
experts, several of foreign nationality, is being created by the 
American Founders Trust to answer the peculiar needs of large 
scale investment trust administration, and to enable the latter 
to undertake similar service for other investment trusts on a 
purely commercial basis. 


CHAPTER XVI 


RECENTLY ORGANIZED AMERICAN INVESTMENT 
TRUSTS 


Two Main Types.—Within the variety of recently organ- 
ized investment trusts in the United States there may be dif- 
ferentiated two broad types—those creating distinctive new 
securities; and those applying in simpler fashion the common 
basic principle of joint ownership and management of diversi- 
fied portfolios. The former issue shares, and it may be bonds 
as well, carrying the usual legal rights ; although, broadly speak- 
ing, the shareholders are fundamentally owners of the port- 
folio, their claim is somewhat complicated by the interposition 
of an issuing authority, i.e., the investment trust, which, on the 
one hand, stands responsible to the holders of its stocks and 
bonds, and on the other hand, owns outright the securities 
acquired as investments. The latter issue only participating 
certificates or beneficiary shares of one kind or another, manage 
the investments purchased with the money of certificate holders, 
and reserve to the latter the option of surrendering their rights 
at any time in exchange for the current pro rata value of their 
shares or certificates. In the former case the share or bond- 
holder may sell his investment trust securities to another, and 
thus, as with the owner of any corporate stock or obligations, 
receive their cash value by utilizing the existing market for 
such issues. In the latter case the investor actually withdraws 
from the joint fund, and receives cash, representing the im- 
mediate market value of his share of the joint investments, 
whether or not others take an equivalent participation at the 
same time being a matter of no concern to him. 


Stock Conversion Trusts Compared and Contrasted.—The 
reader will recognize at once certain similarities between the 
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stock conversion trust, or bankers share company described in 
Chapter XIV, and the latter type of American investment trust. 
In each case the security held by the public is a participating 
certificate carrying direct proportional claim upon a quantity of 
deposited investments or an investment fund. In neither case 
is borrowing power utilized by the issuance of bonds. When 
the owner of bankers shares has accumulated an amount equiva- 
lent to an entire deposited unit, he may present these and receive 
in exchange from the trustee the securities collateralled; while 
the right of conversion, or withdrawal, is reserved at all times 
in investment trusts of the type in question The differences, 
however, are even more characteristic than the similarities. 
The bankers share companies offer generally a very limited 
diversification ; their investments are immobilized and unchange- 
able in the hands of trustees; and they are merely convenient 
means of effecting conversion operations, being otherwise en- 
tirely inactive and free from any managerial responsibilities. 
Companies of the kind we are now discussing are, on the other 
hand, investment trusts in that they conform to the definitions 
given earlier, and more specifically, diversify widely as a rule 
at the same time that they assume continuing and complete 
managerial duties in connection with their portfolios. 


Investment Trusts Acting Solely as Joint Management 
Agencies—THrE INVESTMENT Manacers Company.—This 
is a joint stock association organized under the General Asso- 
ciations Law of New York State. It has been referred to 
sufficiently in preceding chapters to have enabled the reader 
to conclude in what ways it differs fundamentally from the 
British investment trusts. These distinctions are clearly set 
forth in the following quotation from a recent prospectus of the 
company : 


Investment Managers Company has been organized to afford 
investors the advantage and protection of sound investment manage- 
ment applied to that portion of their resources which they wish to 
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have invested for the greater part of the'time mainly in a diversification 
of common stocks: 


(1) By providing an investment plan in which a proper relation 
is established between current income and increase of prin- 
cipal, over a period of years, ignoring temporary market 
fluctuations. 

(2) By examining various industries and selecting the most 
desirable. 

(3) By appraising the character of management and earning 
capacity of the leading companies in these industries. 

(4) By watching for changes both in the condition of the indus- 
tries as a whole and in the character of management and 
earning power of individual corporations, and by changing 
investments to accord with sound analysis of the latest 
available information relating to these factors. 

(5) By noting changes in financial conditions which may indicate 
that the larger part of an investment in common stocks 
should be placed temporarily in bonds and other maturing 
obligations, until conditions again favor common stocks. 


Sound investment management retains under all circumstances 
diversification by industries and by securities as its fundamental prin- 
ciple, but establishes reasonable limits to diversification in order to 
permit effective supervision. 


It should be recalled in this connection that the Investment 
Managers Company emphasizes the wisdom of investment in 
selected common stocks over a period of time, thus applying 
practically the principles enunciated by its President, Edgar 
Lawrence Smith, and briefly described in Chapter VI. For this 
reason primarily, it issues only “Investment Trust Certificates,” 
the President of the Company commenting as follows on the 
ordinary practices of investment trust borrowing in a letter to 


the author dated August 26, 1925: 


As one of our objects was to protect investors against the long- 
term speculative attributes of bonds and preferred stocks in connec- 
tion with changes in the general price level and the general level of 
interest rates, we were stopped from considering the usual procedure 
of issuing debentures and preference shares. 
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In the same letter, however, it is stated that the Investment 
Managers Company intends ultimately to form other trusts “to 
meet differing investment needs.” 


No New Security Created—By examining the nature of 
the “Investment Trust Certificates’ issued it becomes evident 
that the Investment Managers Company is not attempting to 
create a new security, but rather merely to apply investment 
management to the funds of individual investors. The terms 
under which the certificates are issued are quoted in Chapter 
IV, and may here be summarized as follows: 


1. The capital contributed to the joint fund by the certifi- 
cate holder is managed by the Investment Managers Company 
under a contract between the former, the company, and the 
trustee with whom the investment trust fund is deposited. 

2. The certificates are registered and non-transferable. 

3. They may be redeemed at the will of the subscriber or 
of the company in exchange for either their current value in 
cash, or “a proportionate part of each of the investments held in 
the Investment Fund, with adjustment of fractional interests,” 
at the option of the company. 

4. The certificate holder is entitled to an annual 5% dis- 
tribution on the face value of his certificates, payable out of 
net income derived from interest, dividends and profits realized 
on turnover. In addition, he enjoys proprietary rights as 
owner of a stated number of shares in the investment fund, 
“being the number that the amount of his subscription entitles 
him to receive on the day that the Certificate is issued, based on 
the actual value of the Investment Fund at that time.” These 
proprietary rights are evidenced in a further distribution, after 
each calendar year, of 1214% of the certificate holder’s pro- 
portionate part of all income derived from the investment 
fund when the prior payment of 5% has been made; and in 
the equity, which may be realized at any time, and which is 
presumably fortified by the policy of accumulating reserves. 
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5. The compensation of the management, which has also 
been described, consists in (a) 1% on the face value of the 
certificates when issued, which is added to the cost of the 
certificates; (b) 14 of 1% annually on the market value of the 
investment fund; and (c) 1% on the actual value of the 
certificates at the time of their redemption. The indenture 
provides that “neither the company nor its directors nor firms 
of which they are members may have dealings in respect of the 
investment fund as principals in the purchase or sale of 
securities.” 


Principles Applied in Portfolio Management.—The prin- 
ciples applied in the management of the investment fund can 
be no more succinctly stated than in the following quotation 
from a leaflet issued by the Investment Managers Company 
in description of the investment trust certificates, series A: 


The amount of the face value of each Investment Trust Certificate 
will be deposited without deduction in the Central Union Trust Com- 
pany of New York, as Trustee, and will become a part of the Invest- 
ment Fund, subject to the provisions of the Investment Trust In- 
denture which include the following restrictions as to investment: 

The Company shall have absolute control and management of the 
Investment Fund, except as herein otherwise specifically provided, and 
the Company shall cause the Investment Fund to be invested and 
reinvested from time to time as the Company may in its absolute dis- 
cretion deem to be for the best interests of the Investment Fund, sub- 
ject only to the following restrictions: 


(a) The Investment Fund to such an extent as it may be invested 
in common stocks of corporations from time to time shall 
not be invested at any one time in the common stocks of 
more than twenty (20) corporations. 

(b) The Investment Fund shall not be invested in the Securities 
of any corporation: 


(1) Unless at the time of such investment the Securities in which 
such investment is about to be made shall be regularly 
listed on the New York Stock Exchange, and unless sales 
of such Securities shall have been recorded on said 
Exchange during each of the twelve months preceding the 
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date of such investment. (For this purpose 1n the case of 
a reorganized corporation there may be included the Securi- 
ties of the predecessor of such reorganized corporation.) 

(2) If through such investment an amount in excess of 20% of 
the aggregate actual value (as hereinafter in Article V 
hereof determined) of the shares represented by outstand- 
ing Certificates would be or become invested in Securities 
of any corporation or corporations whose operations fall 
primarily within any single industry. (The determination 
of the Company, as to the classification of Securities by 
Industries shall, however, be conclusive.) 

(3) If through such investment or otherwise the Company shall 
control more than 10% of the outstanding voting stock of 
such corporation. 

(4) If the total capital stock of all classes issued by such corpora- 
tion and outstanding, valued on the basis of the last reported 
sales, respectively, for each class of such stock, shall be 
less than $20,000,000. 

(5) If through such investment the market value of the Securi- 
ties of such corporation held in the Investment Fund would 
exceed 10% of the aggregate actual value (as hereinafter 
in Article V hereof determined) of the shares represented 
by outstanding Certificates. 

(c) The Investment Fund may be invested from time to time, to 
such extent as the Company may in its absolute discretion 
deem advisable, in Tax-Exempt Securities, and/or obliga- 
tions of the United States of America, and/or in call and/or 
in time loans upon collateral security consisting of 
stocks and/or bonds listed upon the New York Stock 
Exchange having a value at the time of the making of any 
such loan of not less than 20% in excess of the amount of 
such loan. 

Paragraph (a) limits diversification in order to permit effective 
supervision. Paragraph (b) (1) insures marketability and excludes 
new and inactive issues; (2) insures diversification by industries; (3) 
protects the disinterested investment viewpoint; (4) avoids corpora- 
tions with insufficient financial backing; (5) insures diversification 
both as to securities and industries. The Investment Trust Indenture 
may be amended only as therein provided. 


ADVANTAGES AND DISADVANTAGES.—The Condition and 
Income Statements of “Investment Trust Fund A” of the 
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Investment Managers Company, as of June 30, 192 5 are given 
in Appendix K, from which it appears that by the middle of 
1925 the aggregate face value of outstanding certificates, which 
were first issued on January 13, 1925 was $2,189,900 (repre- 
senting 218,688 shares), while the actual value of the invest- 
ments was $2,259,581.19.'| It would seem that this money is 
being invested under a simple and flexible arrangement, per- 
mitting investors to acquire shares when they wish, and to 
redeem them when desirable. Only one type of certificate is 
issued, there being no debts incurred by the fund and no junior 
securities to absorb the equity. 

As contrasted with the ordinary type of investment trust, 
the Investment Managers Company maintains, generally, a far 
larger proportion of common shares among securities deposited 
for certificate holders, and it must for this reason exercise 
unusual diligence in evacuating unsafe positions on the eve of 
general business declines and falling dividend prospects re- 
flected in “bearish”? movements on the exchanges. While 
something may, no doubt, be said in favor of the point of 
view that well selected common stocks, with their claims on 
business profits, are in the long run a better investment than 
exclusively prior-lien securities, it should not be forgotten that 
any well run investment trust has freedom to shift from fixed 
yield to dividend-bearing holdings as changing conditions war- 
rant, and that fluctuations in the current market values of all 
kinds of securities open opportunities to realize profits on turn- 
over (See Chapter VI). 

The arrangements for putting aside 8714% of all net earn- 
ings after payment of 5% on the face of the certificates is 
highly commendable. We have seen that the building up of 
strong reserves is a basic principle of sound investment trust 
management, and is generally applied in investment trusts of 
all types. The fact that no loans are effected by the Invest- 

1 Face value of certificates outstanding as of December 31, 1925, was $4,506,100. At this 


ime, 63.2% was invested in call loans, cash and receivables, and only 36.8% in American com- 
i beth railways, 2 public utilities, and 6 miscellaneous). 
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ment Managers Company is no doubt an element of security 
for the certificate holders, but in the long experience of British 
trusts it has been conclusively shown that the exercise of bor- 
rowing powers, when surrounded by the proper safeguards, 
is a very important source of additional profit to the common 
shareholder. 

In offering to the public only certificates of the kind de- 
scribed above, the company is consistently applying the theory 
that securities of fixed yield are in the long run a less desirable 
investment for the average person; and it would appear that 
by the exercise of considerable ingenuity a beneficiary share has 
been created which combines some of the advantages of com- 
mon and preferred stocks, without, of course, the margin of 
protection ordinarily enjoyed by the latter through the capital 
subscribed via the former. The ordinary investment trust, 
however, is merely offering the different kinds of securities to 
which the public has long been accustomed, a bond which 
should, and generally does, possess unusual strength; a pre- 
ferred stock; and a common stock which is as secure as the 
underlying portfolio. It is unlikely that the time will ever come 
when the investment trust bond is not peculiarly qualified for 
certain investment needs; while the common shares will always 
be available for those who wish to acquire them. 


The Alwyn Corporation.—Like the Investment Managers 
Company, the Alwyn Corporation issues “investment trust cer- 
tificates,” and supervises the investment and reinvestment of 
funds derived from sale thereof to the public. These funds, 
whether in cash or securities, are held by the Empire Trust 
Company, in which the legal title is vested, while “each secu- 
rity is in negotiable form and registered in the name of the 
trustee and all cash, dividends and interest are paid to and held 
by the trustee for the benefit of certificate owners.” 

The certificates (Series A), representing participating 
ownership in the deposited cash and securities, are issued in 
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denominations of $100, or multiples thereof, and, like the cer- 
tificates issued by the Investment Managers Company, are re- 
deemable at a figure equivalent to the pro rata share in the 
investment fund, including accumulated reserves. Assignment 
of certificates is not permitted, but redemption rights are made 
assignable, thus facilitating borrowing on the certificates in 
lieu of redemption. 

Redemption value, as well as price per participating share, 
is determined in the following manner: 


The price of each share represented by a Certificate is fixed and 
definite, being based in every instance on the amount of cash and the 
market price of securities in the Investment Trust. The price of a 
share is ascertained in the following manner: to the amount of cash 
in the Investment Trust is added the total value of securities based 
on their market prices and then the total is divided by the number 
of shares outstanding. The management will determine the actual 
value of shares at the close of business each day and will inform 
Certificate Owners of this value upon request. 


Other points of resemblance with the certificates issued by 
the preceding company are the distributions to certificate 
holders, and the compensation for management, which are best 
described in the following paragraphs from the prospectus 
issued by the Alwyn Corporation in December, 1925: 


Distributions to Certificate Owners——Distributions are cumulative 
and payable at the rate of 5% per annum quarter-yearly on December 
tst, March 1st, June Ist and September Ist. Extra distributions may 
be paid from time to time in the discretion of the Board of Directors 
of the Corporation either from income or principal, and it is expected 
that the annual return to Owners of Certificates from income should 
exceed the fixed return of 5% per annum. 

Management Compensation —The Corporation receives for all serv- 
ices under the terms of the Trust Indenture the following: Upon the 
sale and issue of Certificates 1% of the purchase price, to be paid by 
the purchaser in addition to the purchase price; upon redemption 1% 
of the redemption price; % of 1% quarter-yearly on the actual value 
of the Investment Fund; 10% annually of the net income of the 
Investment Trust for the preceding calendar year. Out of these 
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payments the Corporation is required to pay all expenses incident to 
the management of the Trust, including compensation to the Trustee, 
the accountants, salaries to officers and employees and other office 
expenses, printing, advertising and marketing the Certificates.” 


Securities to be purchased for the investment fund are 
selected by the directors of the Alwyn Corporation, acting 
within certain broad limitations specified in the trust indenture 
(such as the provision against placing more than 20% of the 
entire fund in securities of any one corporation, or more than 
10% in foreign government bonds, or more than 5% in the 
bonds of any one foreign country). Complete discretion is 
lodged with the directors in altering the composition of the 
investment fund in the interest of greater safety of principal, 
higher return or prospective capital profits. On December 9, 
1925, the investment fund comprised ten securities, including 
seven common stocks, two preferred stocks, and one bond—all 
in American companies. The diversification, therefore, was at 
this time very limited. 


The Alexander Fund.—Similar in some respects to the 
investment trust certificates offered by the Investment Managers 
Company are the “units” issued in periodic series to partici- 
pants in the so-called “Alexander Fund.” This is an unin- 
corporated agency registered with the Pennsylvania State Bank- 
ing Department and built about the personality of its founder, 
who, since 1907, has accepted funds for joint investment, first 
from an immediate circle of friends and subsequently from an 
increasing number of investors. In set-up and operation this 
Fund represents the investment trust in its simplest or most 
primitive form, and its organization and methods of operation 
may be briefly described as follows. 

Twice annually the Fund issues participating “units” in a 
new series, alphabetically designated. These units are in de- 
nominations of $100, and are sold at par when first offered. 
The funds so derived are immediately invested, whether prices 
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prevailing for securities are high or low at the time—the pur- 
pose of these periodic issues, according to the management, 
being to enable an investor, by acquiring shares at regular 
intervals, to participate in purchases effected during all phases 
of the credit cycle. The following is quoted from a recent 
statement made by the manager of the Alexander Fund: 


The main reason, however, for the serial issues is to influence par- 
ticipants to invest under all market conditions, whether high or low. 
The average investor buys mainly when conditions appear good and 
prices are high, consequently he secures the least for his money. But 
the trained investor buys at all times, even when conditions seem 
unfavorable. Subscription to each new series gives a good average 
investment over a period of years, as moneys received by a new series 
are used at once to purchase securities at the then market level. 


The investments made with the proceeds of these different 
issues are handled as a common fund, each series being given 
its proper claim upon the pool as determined by market prices 
of investments obtaining at the time of offer. An investor may 
secure additional units of any series at their current value if 
this is above par, while a unit owner may at any time with- 
draw from the Fund by offering his shares for redemption at 
their then value. 

Investments of the Fund, which in July, 1925, had some 
460 participants, are currently valued at about $1,500,000 and 
represent an original investment of $1,140,000. The portfolio 
has some 140 distinct investments, which are for the most part 
listed on the principal exchanges, and include bonds and stocks 
of banks and financial institutions, and of corporations engaged 
in all the main lines of the nation’s business. Investment in any 
one security as a rule does not exceed 2.5% of the total. In- 
come is derived from interest and dividends on securities held, 
and from profits made in reinvestment. Distribution rates, 
which are initially fixed at 6%, are moved upward if and when 
the condition of the fund permits it; and the rise in the rate 
is by stages as the current values of the units in the several 
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series reach different points in their upward movement. What 
remains after distributions accumulates in the fund for the 
benefit of participants, and the fund has no debts of any kind. 
It is of interest to note that Mr. Alexander has also a “Securi- 
ties Fund,” which is thus described in a recent prospectus: 

In two years and four months this Fund has made a profit of 60 
per cent on its capital, or at the rate of 25 per cent per annum. We 
cannot promise such results always, but we do believe that for those 
who do not require regular income, the Securities Fund affords the 
finest type of investment. The income is allowed to accumulate and is 
reinvested. No dividends are paid, and the Manager receives no com- 
pensation until a participant withdraws, when the usual commission is 
deducted from the withdrawal figure. All securities are owned out- 
right. Participation in this Fund may be had in multiples of $1,000. 


Management of the Alexander Fund, as mentioned above, 
is largely a personal matter. Five “overseers” are appointed 
by the manager from among the participants, and they are kept 
fully informed of the affairs of the fund. In the event of the 
manager’s death they are authorized to choose his successor. 
The compensation for management consists solely of com- 
missions charged on all distributions. 


Recapitulation.—We have been dealing with three invest- 
ment trusts which, in a sense, are not creating a new security, 
but whose issues represent a direct pro rata claim upon a jointly 
constituted and centrally managed investment fund. The cer- 
tificates, shares, or “units” owned by participants may be re- 
deemed at the option of the holder or of the management, at 
their current conversion values. No debts are contracted by 
the fund, and but one type of participating certificate is offered. 
Among the advantages of this simpler species of investment 
trust are the right of withdrawal at any time enjoyed by the 
beneficiaries or participants, and such added assurance as the 
lack of funded debt may carry. Among the disadvantages are 
that these withdrawal or conversion rights may be exercised 
at critical periods, when the trust would perhaps be compelled 
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to liquidate its more marketable investments at sacrifice fig- 
ures;* that by not utilizing borrowing power, an important 
potential source of earnings is left aside ; and that the certificate 
holder possesses no voting rights such as ordinarily belong to 
common shares. 


Investment Trusts of a More Formal Type.—Between 
trusts of the type we have just been considering and those 
which operate in every way like corporations, there are several 
American varieties resembling in certain respects the first, and 
in other respects the second, of the two main categories de- 
scribed at the outset of the chapter. These will be briefly con- 
sidered in the approximate order which their general resem- 
blance to one or the other category suggests. 

Although its certificates are not redeemable at the option 
of the owner, the Securities Trading and Holding Corporation, 
organized under the laws of Delaware in 1925, is comparable 
to the foregoing in the one circumstance that the “investment 
trust shares” issued by it are directly related to the investment 
fund, which in this case, as with the Investment Managers 
Company, is held by a trust company. It is stated in the pros- 
pectus of this new undertaking: 


The principal capital asset of the Corporation, upon completion of 
the present financing,? will be a Million Dollar Trust Fund, repre- 
sented by a wide diversity of high grade investment securities. The 
Corporation will realize a sum in excess of the above mentioned Trust 
Fund. This balance represents the invested surplus of the Corporation. 
A portion of the Annual income will be applied to Surplus and Reserve, 
thus increasing the asset value of the outstanding Shares year after 
year in accord with the best banking and investment practice. 

The interests of the stockholders in the Corporation are safe- 
guarded by a Trust Agreement between the Corporation and the Pru- 
dential Trust Company, Limited, Trustee and Depository. This agree- 
ment requires the Corporation to deposit with the Trustee in a Special 


2 The reader will recall, however*that the Investment Managers Contpeny reserves the 
right to redeem its Certificates either in cash, or in an actual distribution of securities. 

8 100,000 ‘“‘Investment Trust Shares” of no per value, offered at $12.50 per share. The 
Prudential Trust Company, Limited, of Montreal, Canada, serves as trustee and depository. 
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Trust Fund $10 a share against the issuance of its Investment Trust 
Shares. The Trust Agreement thereby establishes a Million Dollar 
Trust Fund which is invested and reinvested by the Trustee under the 
direction of the Finance Committee exclusively in securities which 
have been approved by the Board of Directors in conformity with 
the rigid restrictions as provided in the Trust Agreement. The Trustee 
is required to certify on each certificate for these Investment Trust 
Shares that a sum equal to $10 a share has been deposited in a Special 
Trust Fund, to be invested for the benefit of the shareholders of the 
Corporation, subject to the restrictions of the Trust Agreement. At 
any time the sum of the market value of the securities and the cash 
deposited shall exceed $10 per share for all outstanding shares, this 
excess amount may be withdrawn by the Corporation and appropriated 
for dividends, or Surplus and Reserve Accounts. The Trust Agree- 
ment definitely provides, however, that no withdrawals may be made 
from the Trust Fund which would reduce the Trust Fund below this 
amount. 


The paid surplus and earned reserves, it would seem, are 
to be directly under the control of the issuing corporation, and 
it is stated in the prospectus just quoted that every share 
carries full voting power. Investments are to be so diversified 
that at least one hundred different securities will be found in 
the portfolio, and stocks and bonds are to be held which are 
representative of every major industry. The standards of in- 
vestment provide against majority interests in any undertaking. 
Among the provisions for diversification, which contain in- 
teresting geographical limitations, appears the requirement that 
not more than 5% of the assets of the Securities Trading and 
Holding Corporation may be invested in any one issue. Earn- 
ings are to be derived from the investment return on the 
“Million Dollar Trust Fund,” as well as the surplus or reserves, 
and from the profits realized in the reinvestment of the fund 
held in trust. It is not known what proportion of the difference 
between $10, which is deposited in trust, and $12.50 for which 


the shares are sold the public, goes into marketing outlays and 
promotion profits. 
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The New England Investment Trust.—This is a corpo- 
ration which like the Investment Managers Company em- 
phasizes the wisdom of common share investments. Stocks of 
eighty companies are deposited in blocks of 121 shares with a 
Boston trust company. Against each of these blocks there are 
issued 1,000 “collateral trustee shares,” for the holders of which 
the trustee collects dividends on the deposited shares. The 
declaration of trust provides that not more than 5% of the 
total investments may be in shares of any one company. The 
following quotation explains the conditions governing turn- 
over : 


If any stock in the unit should have a market appreciation of 25% 
or more over the price of acquisition and the Trust is of the opinion 
that profits should be taken, it may instruct the Trustee to sell such 
shares and reinvest the proceeds in those shares still remaining in the 
unit; or in the shares of another company in the same classification, 
which shares must be listed on either the New York or Boston or 
Chicago Stock Exchange, and such company must be in perfectly 
sound condition and has paid dividends for at least five consecutive 
years prior to the date the stock is purchased; or it may reinvest the 
proceeds in the same company whose shares were sold, provided, how- 
ever, that said company is eligible under the foregoing rule and the 
shares can be acquired at a lower price than the price for which they 
were sold. 

If at any time any company, any of whose stock is held by the 
Trustee under the agreement and declaration of trust, should fail to 
pay dividends for one year, or, if at any time the Trust shall receive 
information that in its opinion would warrant the conclusion, that 
dividends will cease temporarily or permanently, or that such stock 
will become substantially impaired in value, then the Trust shall have 
the right to sell such stock and either reinvest the proceeds, or any 
part thereof, in the purchase of stock of the same class as already 
included under said agreement and declaration of trust of any one or 
more of the companies enumerated herein or in the shares of financially 
sound corporations which have a record for the payment of dividends 
for not less than five consecutive years, and all such additional stock 
purchased and all cash proceeds shall be held by the Trustee for and 
on behalf of the registered holders of collateral trustee share cer- 


tificates. 
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All profits realized from the sale or purchase of any of the shares 
so deposited shall be reinvested only as above provided, and there can 
be no other substitution. 


As with stock conversion companies, the dividends paid on 
certificates depends upon the current income derived from de- 
posited shares, and the sale of any stock dividends or subscrip- 
tion rights. No provision appears for accumulation of reserves. 


The Bond Investment Trust.—This undertaking, which 
was established in 1923, and is controlled by Harris, Forbes 
and Company, Boston, issues no capital stock, but had, in 
August, 1925, “certificates of beneficial interest’? outstanding 
in excess of $800,000. These certificates are in denominations 
of $100 and multiples thereof, and they carry no voting power. 
The Bond Investment Trust, being a Massachusetts common 
law trust, its trustees hold all the funds as legal owners, and 
although self-perpetuating, are strictly accountable for the 
administration thereof in accordance with the declaration of 
trust. The powers of investment, to which reference has been 
made in Chapter V, are confined to securities of the obligation 
type, and complete freedom is reserved to the trustees to alter 
the composition of the portfolio. Although the power to bor- 
row is reserved in the declaration of trust,‘ it has not as yet 
been utilized to acquire further investments. In January, 1925, 
some forty different bonds appear in the portfolio, of which 
three are obligations of foreign governments and the rest 
domestic public utility issues. 

Dividends paid to holders of the “certificates of beneficial 
interest,” which are at present on a 5% basis, are determined 


by the trustees as described in the following excerpt from the 
declaration of trust: 


4The following is quoted from this instrument: ‘Power to Borrow and Pledge.—The 
Trustees shall also have power at any time to borrow money, and to pledge, as collateral security 
for such loan, any personal property belonging to the Trust Fund provided, however, that no 
loan shall be contracted for, so that the aggregate amount of such loans outstanding shall-at 
such time exceed, in the judgment of the Trustees, 25% of the total amount of the personel 
property of the Trust Fund.” 
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DivipENDS—SvuRPLUS 


The Trustees shall declare dividends from the net income of the 
Trust Fund among the holders of certificates of beneficial interest 
semi-annually or oftener, if convenient to the Trustees, and their 
decision as to amount of dividends and as to using therefor any por- 
tion of the Su:plus Fund shall be final. They may set aside from time 
to time such portion of the net income as shall not be required for 
dividends for a Surplus Fund. 


Power To Decipe BETWEEN INCOME AND CAPITAL 


The Trustees may charge all brokers’ and agents’ commissions, and 
the expenses of organization of the Trust, to Income or Capital, as 
they see fit. They shall have the right to treat as income such portion 
of the price of securities bought or sold between dividend days as 
fairly represents accrued dividends reckoned by way of interest. In 
general their decision as to what constitutes Capital or Income, or 
shall be credited or debited to Capital or Income, shall be final. 


The operating expenses of the Trust are paid out of the 
surplus fund; and the compensation of the Trustees is limited 
to not more than 5% of the gross income, and “1% of the 
amount distributed or conveyed upon final distribution or con- 
veyance.” 

Somewhat similar to the Bond Investment Trust, at least 
in the type of securities it purchases, is the Bondshare Corpo- 
ration, which in other respects, resembles the bankers share 
company described in Chapter XIV. Securities offered by this 
company are known as “bondshares,” and they are secured by 
deposit of railroad, public utility, industrial and foreign bonds 
with a trust company. It is provided that “when and after 400 
bondshares are outstanding no one group of bonds, namely, 
railroad, public utility, industrial or foreign, shall comprise 
more than 35% face value of all bonds deposited with the 
trustee, and no one deposited bond shall represent more than 
$5.00 of the value of a bondshare” ($98). 


The Massachusetts Investors Trust.—Like the Bond In- 
vestment Trust, the Massachusetts Investors Trust, organized 
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in March, 1924, is a common law trust of that Commonwealth, 
and the shares (par value $50) have no voting rights. The 
investment powers of the trustees are, however, much wider, 
as will be evident from a perusal of the following articles 
appearing in the agreement and declaration of trust: 


Articte III. Secrion I. The Trustees in all instances shall act 
as principals, and are and shall be free from the control of the Share- 
holders and have the right and are empowered hereby, in their absolute 
and uncontrolled discretion, to do any and all of the following acts: 

(a) To buy, and invest the funds in their hands in, bonds, stocks, 
notes, certificates of indebtedness, mortgages, acceptances, certificates 
of interest, and other negotiable securities, however named or described, 
of the United States Government and of foreign countries, of States, 
Counties, Cities, Towns or Districts, of Governmental Agencies, or of 
Corporations, Associations, or of other organizations, domestic or 
foreign, to the end that the investments may be generally diversified in 
the nature of the investment, and the geographical location thereof, 
and in the line of commercial activity represented thereby. 

The Trustees shall not in anywise be bound or limited by present 
or future laws or customs in regard to trust investments, but shall 
have full authority and power to make any and all investments which 
they, in their uncontrolled discretion, shall deem proper to accomplish 
the purpose of this trust. 

The Trustees shall be limited, however, in the purchase of a stock 
of any corporation to an investment which shall not exceed Five Per 
Cent (5%) of the capital paid in to said Trust. 

(b) To sell, or otherwise dispose of, free and clear from any of 
the provisions of this trust and from any of the liens created by this 
trust, any of such investments, and to reinvest the proceeds thereof or 
any part thereof, with continuing powers to so invest and reinvest 
during the existence of the trust. .... 


The borrowing powers of the trust are defined in the fol- 
lowing section, but only the one class of security has so far been 
issued : 


(e) For the purposes of said trust to raise and to borrow money, 
with or without collateral security, and, whenever in their judgment 
necessary, the Trustees are authorized to pledge, mortgage, charge or 
hypothecate, or otherwise encumber the whole or any part of the trust 
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estate as security for a loan or loans, provided, however, that no loan 
shall be contracted for by which the aggregate amount of such loans 
outstanding, after the trust estate shall amount to Fifty Thousand 
Dollars ($50,000), at any one time shall exceed, in the judgment of 
the Trustees, fifty per cent (50%) of the total value of the property 
of the Trust fund. : 


The portfolio of the Massachusetts Investors Trust is 
mainly or wholly in common shares, and purchases are made 
from a published list of approved stocks including more than 
two hundred different securities representing three score or 
more industries. The list of securities given out in Septem- 
ber, 1924, includes sixty-five different common shares, and 
brings this Trust into sharp contrast with the Bond Invest- 
ment Trust, which acquires only prior-lien securities. The 
Massachusetts Investors Trust, in fact, emphasizes investment 
in common stocks for the same general reasons that actuate the 
Investment Managers Company in so utilizing funds derived 
from sale of its certificates, though both of these trusts reserve 
the right to acquire bonds and preferred shares at times when, 
in the judgment of the management, such purchase becomes 
desirable. 

The provisions with respect to distribution are especially 
interesting, as, following British practice, a clear distinction 
is made between profits on turnover and ordinary investment 
income. The former, it will be noted, are in the first instance 
to be employed for accumulating reserves, which, however, may 
be paid out in dividends at the discretion of the Trustees: 


. . SECTION 3. The net income of the trust shall be distributed 
pro rata to and amongst the shareholders as dividends, annually, or 
oftener, as the Trustees shall determine. 

The term net income shall be defined as the gross earnings of the 
trust fund, excluding capital gains, less: 

(1) The expenses including taxes, commissions to the Trustees 
and other charges properly deductible for the establishment, mainte- 
nance and administration of the trust. 

(2) A sum which from time to time shall be fixed by the Trustees 
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at not less than 2% and not more than 5% of the gross income of the 
year which shall be set aside as a sinking fund or accumulated surplus 
to be held for the purposes of the trust. 

Section 4. The Trustees may establish a sinking fund or accumu- 
lated surplus from capital gains and from that part of the gross income 
set apart under authority of Article VII, Section 3 hereof. 

The Trustees shall have the right, however, from time to time to 
declare and pay out of such sinking fund or accumulated surplus the 
whole or any part thereof as dividends to the shareholders. 

The Trustees shall have full authority to determine conclusively all 
questions as to whether sums received, or property to be accounted for, 
is income or principal. 


It is elsewhere provided in the declaration of trust that the 
remuneration of trustees shall be “at the rates generally current 
for such services in Boston,” while the ordinary administra- 
tive costs are taken out of the current income. ‘The depository 
is a Boston trust company, into which all moneys and other 
property received for the trust are paid, as well as all interest 
and dividends accruing on the investments. 


First Investment Company of New Hampshire.—Incor- 
porated in 1916, the First Investment Company, of Concord, 
New Hampshire, enjoys a broad charter, but it has not yet 
made use of its borrowing powers. Since January of 1925 
the capitalization has consisted of “class A” and “‘class B’’ no- 
par shares. The former are a type of preferred stock entitled 
to priority dividends on a six per cent basis, and to a prior 
claim of $50 in event of dissolution, and participating equally 
with the latter in any further distributions. ‘Class B” shares 
are held exclusively by the directors, while for current expenses 
there is set aside 5% of net income, the directors being person- 
ally responsible for outlays in excess of this amount. 

The First Investment Company will have, upon completion 
of financing undertaken in 1925, “class A” stock to the extent 
of 20,000 shares outstanding (sold to the public at $50 a share), 
and “class B” stock to the extent of 10,000 shares. Broad dis- 
cretion rests with the directors in choosing investments, prac- 
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tically the only limitation being that not over 10% of the capital 
shall be invested in any one security. Present holdings of the 
company are confined to stocks of thirty-five or more American 
industrial and public utility enterprises, but the management is 
not committed to common stocks, and will shift from shares to 
bonds if and when conditions seem to indicate the wisdom of 
such a course. In the future the company will purchase only 
listed securities. Profit-taking on reinvestment is a settled 
policy of the trust, whch regards gains realized on turnover 
as current income available for dividends and surplus. Reason- 
able provision is made for reserves, but no arbitrary standards 
have been adopted. Dividends of 6% have been regularly paid 
since organization, with the exception of two years, 1921 and 
1922, when, despite the fact that earnings were in excess of 
dividend requirements, cash was conserved in view of pre- 
vailing financial uncertainties. Furthermore, a 25% stock 
dividend was declared in January, 1925.. The management re- 
ports that average net earnings have been about 12% on the 
outstanding stock sold to the public since the organization of 
the company. 


The Wisconsin Investment Company.—In operation since 
November, 1924, this company claims to be “the first British 
type investment trust in Wisconsin.” Voting stock ($100,000) 
is limited to twenty stockholders who are permitted to draw 
up from time to time such investment policies as appear to 
them sound and profitable. Not until early in 1926 was the 
company in position to handle funds raised by the sale of non- 
voting stock, an issue of $500,000 of which was offered in 
February. Funds are at present distributed among about 70 
different securities. 


Trusts Specializing in Shares of Financial Institutions. 
—Five corporations confine their investments to shares of 
financial institutions. These are the Bankstocks Corporation, 
the Joint Stock Securities Company, the Eastern Bankers Cor- 
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poration, the Financial and Industrial Securities Corporation, 
and the Joint Stock Bond and Share Company. 


1. The Bankstocks Corporation.—Incorporated under the 
laws of Delaware in 1925, the Bankstocks Corporation is re- 
stricted to investments in the capital stock of a designated list 
of banks and trust companies located in New York City, 
Chicago, Cleveland, Philadelphia and Boston. The following 
relevant provisions are quoted from its by-laws: 


.... SECTION 3. Without the consent in writing or, at a meeting 
duly held, of the holders of at least three-fourths of the outstanding 
capital stock of the Corporation, the directors are hereby limited and 
restricted in the investment of the funds of the Corporation and in 
the declaration and payment of dividends as follows: 

(a) No funds of the Corporation shall be invested except in shares 
of the capital stock of the following banks and trust companies 
(together with capital stock of such affiliated securities companies as 
are managed by or in conjunction with any of such banks and trust 
companies ) : 


. 


(Here follow the names of fifty-seven eligible 
national and state banks, and trust companies) 


And the shares of stock of a bank or trust company into which any 
bank or trust company above named may be merged or with which 
it may be consolidated or any bank or trust company resulting from any 
merger, consolidation or reorganization to which one of the aforemen- 
tioned banks or trust companies shall be a party, provided its capital 
stock and surplus shall not be less than the capital stock and surplus of 
the bank or trust company above named at the time the latter entered 
into such merger, consolidation or reorganization. 

The above restriction, however, shall not prevent the Corporation 
from purchasing shares of its own capital stock to the extent permitted 
by law. 

(b) No more than 10% of the total assets of the Corporation may 
at any time be represented by an investment in the shares of stock of 
any one bank or trust company and its affiliated securities company, if 
any, at current market prices. 
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The directors are given borrowing powers, subject to the 
following provision: 


..+. (c) No dividends shall be paid or declared which would 
reduce the sum of its cash and the current market value of the shares 
of capital stock of banks and trust companies, including affiliated 
securities companies, then owned by it below 150% of the total indebted- 
ness of the Corporation. 


The authorized capital stock is 150,000 shares of no-par 
value, which is being offered to the public at $25 a share. 
There has also been authorized as much as $5,000,000 in five 
year 5% “‘secured gold notes,” but to the present time all funds 
of the corporation have been derived from the sale of capital 
stock. It is interesting to observe that the secured gold notes 
will be issued, when and if advisable, under an indenture re- 
sembling in certain respects the trust agreement, described in 
the preceding chapter, according to which the bonds of the 
International Securities ‘Trust have been authenticated. These 
notes are to be secured by a deposit, with the trustee for the 
noteholders, of securities having a market value of at least 
125% of their face value. 

Investments of the Bankstocks Corporation to date have 
been confined to twelve New York banks. The policy con- 
cerning dividends has been thus stated by the Vice-President 
in a letter to the author (August 19, 1925): 


Investments so far made have shown an average appreciation of 
over 10%, but it is not the purpose of the company to take this profit 
through sale of the holdings. In the matter of dividends, the directors 
have adopted the policy of accumulating the income and surplus in 
order to build up a reserve and will not pay dividends until these 
reserves and surplus have reached a satisfactory amount. In other 
words, the policy is to build up values behind the stock and allow 
the profits to accumulate as a safeguard. 


5 25,000 shares of this no-par common stock have been offered in 1925. Of the remaining 
authorized but unissued shares, 87,500 will be retained for future financing, while 37,500 are 
earmarked ‘‘to apply against Common Stock Purchase Warrants to be issued with Five Year 
5% Secured Gold Notes.” ae : 

In the sale of the common shares dealers were allowed a commission of $1.25 (5%) of which 
so cents might be passed on to financial institutions. 
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It is stated in the prospectus that: 


.... Earnings from investments based on the records of the 
various stocks for the past ten years, not only from regular dividend 
receipts but from profits upon sale accruing from enhancement in value 
of stocks owned and extra disbursements which in the past have aggre- 
gated substantial amounts and have been disbursed at frequent inter- 
vals, should be sufficient to yield an attractive return on this common 
stock. 

Metropolitan National Bank and Trust Company of the City of 
New York have agreed to act as Depositary for Bankstocks Corpora- 
tion, and, as such, will be the custodian of the securities of the com- 
pany and will act under the direction of the Board of Directors of the 
Company in the purchase and sale or other disposition of the invest- 
ments in accordance with the deposit agreement, a copy of which is on 
file with the Depositary. 


2. The Eastern Bankers Corporation.—Incorporated under 
the laws of Delaware in 1922, this is another recently formed 
American investment trust which emphasizes the superiority 
of financial institution stocks as long-term investments. That 
the scope of its investments is somewhat wider than for the 
Bankstocks Corporation, however, appears in the following 
statement of its purposes appearing in a recent prospectus : 


The Eastern Bankers Corporation is organized for the purpose of 
investing and reinvesting all its funds, with the exception of a small 
reserve, in the stocks of selected Financial Institutions. It is not a 
dealer in such stocks, nor does it make loans, accept deposits or engage 
in any other business operations. Financial Institutions as herein 
described, include National Banks, State Banks, Trust, Insurance, Title, 
Holding, Surety and Guarantee Companies. 


The corporation offered 10,000 shares of 7% preferred 
stock at $105 per share (par value $100), and 100,000 shares 
of common stock at $12.50 per share (par value $10), the entire 
capitalization being $5,000,000 equally divided between 25,000 
shares of preferred stock, callable on any dividend date at 
$115 per share and accrued dividends, and 250,000 shares of 
common. The latter is issued for cash, or on occasion for 
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stock of financial institutions only at such prices as the com- 
pany would be willing to pay on a cash basis. It is stated ina 
recent prospectus that “The Eastern Bankers Corporation is 
financially interested in, and three of its directors are officials 
of the Bankers Capital Corporation (bank stock dealers), which 
enables it to keep in close touch with the market for invest- 
ments.” 

The Eastern Bankers Corporation paid its first dividend 
on the common stock in January, 1924, at the rate of 114%; in 
January, 1925, a dividend of 3% was paid; and the writer is 
informed by the management that a dividend of 6% will be 
declared and paid in January, 1926. Regular preferred divi- 
dends of 7% have been distributed. 


3. Joint Stock Securities Company.—This is an invest- 
ment trust of even more limited diversification than the fore- 
going, for the reason that the entire proceeds from the current 
sale of its common stock have been, or will be, invested in stocks 
of the Chicago, Kansas City, Southern Minnesota, Dallas and 
Des Moines joint stock land banks. It is a Massachusetts 
corporation organized on April 2, 1925, offering common stock 
of $100 par value, with dividends cumulative to 6% per annum, 
and “deferred stock” of no-par value. There is no funded debt, 
and upon completion of financing the capitalization will consist 
of 10,000 shares of common ($1,000,000) and 500 shares of 
deferred. 


The common stock is entitled to cumulative dividends at the rate 
of 6% per annum before any dividend is paid on the deferred stock 
in any one year. After such common dividend has been paid, and $6 
per share has been paid on the deferred shares in any one year, plus 
an amount equal to 5% of the entire net earnings for the preceding 
year, any further dividends are to be distributed ratably among the 
common and deferred stock share for share. 

The holders of deferred stock shall have at all times one vote for 
each share held by them respectively. The holders of common stock 
shall have one vote for each share held by them respectively if in any 
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year there shall be paid less than 5% in dividends on the common stock 
except in the year 1925. 


The company has been formed “to purchase, acquire, own, 
sell, transfer, pledge and deal in shares of the capital stock 
of Joint Stock Land Banks, farm loan bonds issued by one or 
more Joint Stock Land Banks or Federal Land Banks, bonds 
or debentures of Federal Intermediate Credit Banks, United 
States bonds and certificates of indebtedness, and notes of 
individuals, partnerships or corporations secured by market- 
able collateral; and while owner of any such stocks, bonds or 
securities, to exercise all rights of ownership, including the 
right to vote thereon,’ but its raison d’étre seems to be pri- 
marily the investment, as its name would indicate, in shares of 
capital stock of Joint Stock Land Banks created under the 
Federal Farm Loan Act and operating under Federal charter. 
It is anticipated that the principal income will be the dividends 
accruing on these investments. Several of the directors are 
prominently connected with the above mentioned Joint Stock 
Land Banks. 

Borrowing power is strictly limited, as the Agreement of 
Association provides that— 


. no obligation shall be incurred for the payment of money 
which is payable more than thirteen months after the date thereof, or 
which will make the aggregate liabilities of the corporation exceed the 
sum of its paid-up capital, surplus and undivided earnings, unless the 
directors haye been expressly authorized to incur such obligation by 
vote of the holders of two-thirds of the common stock and a majority 
of the deferred stock of the corporation. 


4. The Financial and Industrial Securities Corporation.— 
This company, it is announced, will own stocks and voting 
trust certificates in three insurance companies, two banks, and 
one trust company, as well as “varying amounts of stocks in 
other prominent financial institutions” and “securities of 
diversified character.” An offer of $15,000,000 7% cumu- 
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lative preferred stock, with purchase warrants for Class “A” 
common stock, was made in January, 1926. 


5 The Joint Stock Bond and Share Company.—This is 
a Maryland corporation, organized primarily to hold capital 
stocks of selected Joint Stock Land Banks, and to reorganize 
and finance such institutions. It is therefore perhaps even 
less of an investment trust than the other specialized investing 
institutions described in this section. An issue of ‘common 
capital stock (Class A)’’ was offered in February, 1926. This 
carries cumulative dividends up to 6%, and shares the net 
profits with Class “B’”’ common stock, held by the management. 


Specialization in Portfolios——The five corporations we 
have just been considering represent extreme specialization 
in investment, by confining their portfolios to financial institu- 
tions, acquiring primarily common stocks of the foregoing, 
and limiting the list of eligible companies. The theory upon 
which they operate is that certain types of common stocks offer 
unusual prospects of increasing dividends and rising market 
values. In three instances at least several of their directors are 
actively engaged in banking or in bank financing. Those 
moderately circumstanced investors interested primarily in se- 
curities issued by financial institutions may find investment 
trusts of the kind extremely useful media of investment; but 
there is no reason to believe that such a limitation of the field 
covered by the portfolio will necessarily offer advantages off- 
setting the disadvantage of confining interests to one limited 
area of business. Whether this would prove the case, depends 
naturally upon the skill and care with which general investment 
trusts are run; but the reader will recall many reasons, de- 
veloped in preceding chapters, for concluding that there is no 
prima facie evidence for the advantage of departing, on general 
principles, from standards of broad diversification, as to sphere 
of investment, and type of security purchased. 
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The Financial Investing Company.—Incorporated under 
the business laws of New York State in January, 1925, for 
the purpose of pursuing a general investment trust business, the 
Financial Investing Company for its first year of activity 
offered only common stock, save for the Foreign Government 
Bond Certificates, although the right to borrow on bonds is 
reserved in its by-laws. It has effected bank loans on diversified 
collateral, at rates 2% or so below the yield on investments 
made thereby. Common stock of the company has par value 
of $10 and has been issued at $15, a paid surplus being thus 
accumulated at the outset. 

The standards of diversification are very broad as appears 
from the following section of the by-laws: 

SEcTION 2. Required Investments. The Corporation shall keep and 
maintain assets consisting of (1) cash, (2) bankers acceptances and/or 
bank certificates of deposit, and/or (3) investment securities (as here- 
inafter defined) of a market value equal at all times to the aggregate 
of the total par value of its outstanding capital stock and the total prin- 
cipal amount of its outstanding bonds and other obligations. , 
The Corporation may invest all other funds and assets at the time 
belonging to it in such securities or other property as the Board of 
Directors . . . . may authorize or approve. Investment securities, as 
used herein, must be securities listed upon some recognized stock or 


bond exchange and must meet the requirements hereinafter .. . . set 
forth. 


Although, in other words, the Financial Investing Company 
shall maintain in cash, bankers’ acceptances, or listed securities 
an amount equivalent to the par value of its issued shares and 
the principal amount of its outstanding bonds (if any), the 
reserve derived from initial sale of common stock in advance of 
par, as well as that later earned, may be otherwise invested at 
the discretion of the directors, and under such standards of 
diversification as they may approve. In this way it is hoped| 
that the company will be able within very definite limits to enter' 
a more speculative and presumably profitable field of invest- 
ment, without endangering its basic capital, and the regulart 
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income and turnover profits derived from investment and re- 
investment thereof. 


Early in 1926 the Financial Investing Company offered 5% 
gold bonds, of an authorized issue of $4,000,000. Bearer 
stock purchase warrants were delivered with each bond, and 
the obligations are issued under a trust agreement with the 
Guaranty Trust Company, which holds, at all times, collateral 
security for them, as defined in the following excerpts from 
the trust agreement : 


1. The value of cash and securities (taken at their market value 
to be determined by the Trustee ....) pledged hereunder and then 
held by the Trustee, shall be at all times equal at least to 120% of the 
principal amount of all of the Bonds then issued and outstanding 
hereunder. 

2. The aggregate value of the securities (taken at their market 
value to be determined by the Trustee ....) pledged hereunder and 
then held by the Trustee, issued by any one government, state, munic- 
ipality or other governmental authority or by any one other obligor 
or issuer, at no time shall exceed 2% of the aggregate value of all 
cash and securities (so taken at their market value) so pledged 
and held. 

3. The aggregate value of the securities (taken at their then 
market value to be determined by the Trustee ....) pledged here- 
under and then held by the Trustee issued by (1) governments, states, 
municipalities, and other governmental authorities, or (2) banks, 
trust companies, insurance and other financial institutions, or (3) rail- 
road, land and marine transportation companies, or (4) public utility 
companies, or (5) industrial companies, or (6) companies or organ- 
izations engaged in any and all other kinds of enterprises or business, 
at no time shall exceed 33 1/3% of the aggregate value of all cash and 
securities (so taken at their then market value) so pledged and held. 

4. The term “securities” . . . . shall be deemed to include only 
stocks, bonds, notes and other securities admitted to the list of the 
New York Stock Exchange. The term “cash”... . shall be deemed 
to include cash, certificates of deposit and bankers’ acceptances matur- 
ing not more than ninety days after their date. 

s. From time to time prior to authenticating and delivering the 
bonds, the Trustee shall determine the market value of the securities 
held by it under the terms of this Agreement. 
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6. The Trustee . . . . shall determine the market value of the 
securities pledged hereunder and then held by the Trustee at a time 
convenient to it during each of the months of January, April, July 
and October in each year.... The Trustee shall certify in writing 
to the Company within ten days after the close of each of the months 
above indicated, (1) the aggregate market value of such securities 
so determined, (2) the amount of all cash held by the Trustee here- 
under and (3) the total principal amount of all Bonds then issued and 
outstanding hereunder. 


The Financial Investing Company reported, on October 15, 
1925, a holding of 127 different securities in its portfolio, of 
which 113 were bonds, 6 preferred stocks and 8 common 
stocks. Approximately 50% of the Company’s investments are 
in foreign securities. 


The Morristown Securities Corporation.—This investment 
trust organized under New York State laws in the latter part 
of December, 1924, has made no public appeal for funds; al- 
though by the end of August, 1925, 13,560 shares of $100 par 
value 5% cumulative preferred stock (of a total of 25,000 
authorized) and 48,120 shares of no-par value common stock 
(of the 75,000 common shares authorized) had been paid in. 
The present subscription price is on the basis of: 


too shares 5% cumulative preferred stock at $100 $10,000 
200 shares common stock at $12.50............. 2,500 


Ota iomblock socio steak bee eee $12,500 


The charter of the corporation is exceedingly broad, per- 
mitting it to undertake, in addition to all phases of the ordinary 
investment trust business (including underwriting), financial 
reorganizations, industrial pursuits and the creation and negotia- 
tion of acceptances. Standards of investment are left to the 
directors and are not specified in the charter or by-laws. 


The American Bond and Share Corporation.—An inter- 
esting, though rather complicated, set-up is provided by this 
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company, which offers to the investing public securities of the 
following type: 

Common stock in shares of $10 par value. This has been 
mainly subscribed by the Bridgeport, Connecticut, firm creating 
the company, and by a few private investors. 

Preferred stock paying 7% and carrying a par value of 
$25. This stock cannot be issued “unless the cash paid for it, 
added to the cash and liquid securities put there by sales of 
common stock, amounts to at least one-third more than the par 
value of all the preferred stock issued.’ To introduce a mild 
form of participation, it is provided that the preferred shall 
share equally with common, after 7% has been paid on the 
latter, until 8% has been distributed to both. Common stock 
purchase warrants are also attached. 

Bonds are offered, bearing 6% interest. They are secured 
by specific pledge of negotiable securities and are convertible 
into preferred and common stock, on the basis of their respec- 
tive parities, in the ratio of three-fourths of the face value of 
the bonds for the former, and one-fourth for the latter. 

In other words, in financing the company there may be 
raised $5000 in bonds for every $1000 in preferred stock, and 
$333 in common shares for every $1000 in preferred. 

In investing the funds of the company, it is provided that 
at least 60% must be in bonds and bankstocks, not more than 
25% in preferred stocks, and not more than 15% in dividend 
paying common shares. Otherwise wide discretion rests in 
the management. This company (sometimes referred to as 
the “Merritt Plan”) has not yet had time to demonstrate the 
practicability of its interesting and apparently liberal provisions 
for the different types of investors furnishing its funds. 


Other Types of Investment Trust.—In this chapter, in 
which an attempt has been made to outline the organization and 
operating methods of the majority of American investment 
trusts, a broad distinction has been observed between those 
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issuing participating certificates, of one form or another, in a 
jointly managed investment fund, and those offering their own 
shares with the rights and claims in a going business which 
ordinarily belong to common stock. This brief résumé has sug- 
gested other possible bases of classification. These might be 
the degree of diversification in the portfolio.—whether confined 
to common stocks alone, to bonds and other obligations, or in- 
cluding both junior and senior securities; whether narrowed 
to investment in financial institutions only, or broadened to 
embrace all lines of business; or the relationship of share or 
certificate holders to the control of the issuing trust—-whether 
they possess merely beneficiary rights, as in the case of certifi- 
cate owners and of shareholders in certain common law trusts, 
or are granted full voting power in the periodic appointment of 
the board of directors; or the policy in borrowing—whether 
shares alone are issued—merely common, or common and pre- 
ferred, or whether bond and other indebtedness is also incurred. 
No careful student of American experimentation with this 
most interesting of financial agencies can doubt that out of the 
variety of forms now being tested with all that originality 
which is characteristic of any adaptation in the United States of 
methods employed in other countries, there will emerge several 
types of investment trust of demonstrated usefulness, which will 
_ become an integral part of our financial system. In the mean- 
time it is well to bear in mind that although the undertakings 
described seem in the main to conform to the definitions given 
earlier of the investment trust, several are obviously of too 
recent origin for accurate predictions as to their future. 

The old adage that “There is nothing new under the sun” 
would appear also to be exemplified in the evolution of Ameri- 
can investment trusts. The writer has at hand, for instance, 
the prospectus of the “New York Stock Trust” (April 1, 1889) 
“organized by a Trust Agreement executed by the within named 
Trustees and the American Loan and Trust Company of the 
City of New York.” The offering is 50,000 shares at $10. 
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The New York Stock Trust proposes to secure safety .... by 
becoming interested in a large number of separate individual securi- 
ties ....a host of .... first-class stocks and bonds representing 
properties and industries the country over, so that the Trust will have 
for its security the whole business of the country. .... The Trust 
obtains its income, firstly from the dividends which these various securi- 
ties pay, and secondly, from the fluctuations in price of each separate 
security, which are utilized so that these also pay a profit. 


It is stated in the Memorandum of Trust Agreement that: 


It shall be the duty of the trustees, if at any time the risk or liability, 
in any single security which has hitherto been bought or sold as afore- 
said, shall amount to one-tenth of the total amount of the certificates 
then outstanding, then and in that event, the trustees shall take from 
the Capital Fund, or from the accumulated profits, or from the reserve 
fund, such a sum as in their judgment seems best, and apply such sum 
for the purpose of lessening and bringing down the risk or liability in 
that security to a schedule percentage or to no percentage, but in no 
case shall the risk or liability in any single security be allowed to 
exceed one-tenth the amount of the certificates for the time being. 

The semi-annual produce of the Capital Fund and of the securities 
arising from any source whatsoever, shall be applied in manner 
following: 

First: in payment of all expenses during the preceding six months; 
second, in payment of a dividend, if earned, at the rate of six per cent 
per annum on the amount of the certificates, to the holders thereof, 
upon the first Tuesday in the months of April and October of each 
and every year; third, in payment of a royalty as hereinafter provided, 
to Roderick H. Smith, the inventor of the aforesaid plan of operating; 
fourth, in payment of an extra cash dividend as hereinafter provided; 
fifth, in establishing a reserve fund as hereinafter provided. 


Certificate holders are entitled to voting privileges. The 
prospectus concludes : 

These trusts (referring to certain British investment trusts previ- 
ously mentioned) while proposing, according to their circulars, to do 
most of their business in this country, are organized under an English 
law. .... The New York Stock Trust is the first American Invest- 
ment Trust ever organized, and acknowledges itself subject to Ameri- 
can law and the will of the American people. 


There is in all this a strangely familiar ring. 


CHAPPERMAYV.LE 


OUTLOOK FOR INVESTMENT TRUSTS IN THE 
UNITED STATES 


Emergence of the Small Investor—Enough has been 
said in preceding chapters to indicate the interest now existing 
in one or another application of investment trust principles in 
the United States. The question suggests itself whether the 
investment trust in the strict sense of the term is likely to take 
permanent root in America, and, if so, along what lines it may 
be expected to evolve. Only by outlining the principal cir- 
cumstances which account for this widespread present interest 
is it possible to visualize the possibilities of the investment trust 
on this side of the Atlantic. 

One of the most important of these circumstances is the 
emergence of the small investor as the dominating factor in 
American finance. Before the war the majority of issues were 
sold primarily to a comparatively small group of well-to-do 
investors. Now scarcely any issue of importance is floated 
without an appeal to the rank and file and investment bankers 
as never before are building up elaborate distributive organi- 
zations. The ownership of our gigantic corporations is more 
and more widely distributed. The person of modest means 
came into his own during the nation-wide Liberty Loan drives, 
and the salutary habit of clipping coupons has continued with 
the American people. Although men of wealth also find it to 
their advantage to acquire investment trust securities, these 
are par excellence the means by which the “little fellow’ may 
enter the investment field on something approaching terms of 
equality with the rich. 


Complexity of Corporate Finance.—Another factor of 
consequence is the increasing complexity of corporate finance, 
332 
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and, especially, the difficulty experienced by the average in- 
vestor, whose cooperation is essential these days, in analyzing 
the factors affecting safety and yield in the confusing array 
of securities offered him. 

Furthermore, it must not be forgotten that the interplay of 
“professional” and economic forces on stock exchanges, render 
it ever more difficult for any but the shrewd, well-informed, and 
exceptionally powerful to speculate without probability of 
drastic losses. The investment trust, being all of these, is in 
position, if well managed, to realize profits in the “ups” and 
“downs” of the market, by buying during “bear” movements, 
selling during “bull’’ movements, and doing both at the same 
time in different bourses and different countries as these find 
themselves, during any given period, in varying phases of the 
speculative or credit cycle. 


A World Creditor Position.—Another circumstance which 
will undoubtedly give impetus to the development of invest- 
ment trusts in America is the assumption since 1916 of a world 
creditor position by the United States, and the increasing de- 
pendence of foreign governments, commerce, and industry 
upon the rank and file of American investors at a time when 
currency and exchange, tariffs and commercial conditions in 
old and new countries alike are perhaps more confusing to the 
average American than ever before. There do not exist today, 
and probably never will exist again, the wide margins of yield 
(from 2 to 4%) which once obtained in England between 
domestic and foreign investments of nearly comparable safety. 
Nevertheless there are currently found such differences in rates 
of return between otherwise similar American and foreign se- 
curities as may be conservatively and profitably capitalized by 
investment trusts placing part of their capital abroad. 

Attention has been directed in Chapter VI to the differences 
in yield between comparable foreign securities at current prices 
in London and New York, and in considering the yield which 
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American investment trusts may expect from their capital, it 
is important to bear in mind the comparative undervaluation 
which many foreign issues, adequately secured and payable as 
to principal and interest in dollars, even yet experience in the 
American markets. It is not likely that this differential in 
favor of the American investor can continue indefinitely, for 
the change from a national debtor to a creditor position, the 
abundance of American capital available for overseas employ- 
ment, the growing importance of our export trade, and the 
increasing familiarity with foreign issues, must in time com- 
pletely absorb it. 

The following is quoted from the Guaranty Survey of 
September 29, 1924: 


Foreign bonds, although they possess varying degrees of invest- 
ment merit, are as a class selling at prices substantially below their 
intrinsic values. Obligations of sound governiments are generally 
recognized as the standard of investment worth, yet we have the 
anomaly of good foreign government bonds selling to yield as much 
as four per cent more than United States Government obligations. 
This discrepancy is due not so much to a positive distrust of the 
credit of foreign governments as to a lack of understanding as to what 
should form the basis of sound governmental credit. The tendency 
to judge risk largely in terms of distance is certainly not based on 
sound reasoning and is gradually disappearing. 


Again, from the same issue: 


.... That the British put more faith in foreign securities than 
do the American people, and give to them ratings more closely 
approaching those given to home securities, is evidenced by a com- 
parison of yields on foreign and domestic bonds on the New York and 
London Stock Exchanges. With the exception of a few of the very 
best railroads, the difference in the yield between domestic corpora- 
tion bonds and foreign bonds in the London market is less than in 
the New York market. 


Notwithstanding what may be termed a lingering American 
provincialism, it is of interest to observe that the volume of 
flotation of foreign issues, and the number of oversea securities 
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actively dealt in on the American stock exchanges are increas- 
ing at an astounding rate. In 1915, for instance, there were 
but eight foreign government, state, and municipal issues, ex- 
clusive of Canadian provincial and municipal issues, traded in 
on the New York Stock Exchange; in 1920 there were thirty- 
Six; in 1924, there were ninety-five. When it is remembered 
that there are more Argentine securities alone listed and dealt 
in on the London Stock Exchange than there are bonds of all 
foreign countries listed on the New York Stock Exchange, 
it is easy to realize that a tremendous further expansion is 
required in American purchase of foreign bonds and shares 
before our investors are taking anything approaching their 
just proportion of overseas industrials and public utilities. 


Emphasis upon Common Share Investments.—Any sum- 
mary of circumstances encouraging the development of in- 
vestment trusts in the United States must take account of the 
prevailing conviction among many economists and investors 
that in the long run a well-selected group of common shares con- 
stitutes a wiser investment than exclusively prior lien securities. 
In Chapter XVI some attention has been paid to a few Ameri- 
can investment trusts which purchase exclusively or primarily 
common shares. There is no doubt that the investment trust 
may prove a most useful agency for effecting that distribution 
of risk and alertness of management which particularly com- 
mend themselves in handling common shares. Through these 
means some of the advantages of wise purchasing and holding 
of junior securities may accrue to the investor whose moderate 
funds would not otherwise permit investment in common shares 
without a risk of capital disproportionate to the probable added 
return. 

It is of interest to recall, however, that British investment 
trusts keep the greater part of their investments in bonds and 
preferred stocks. The following table illustrates this fact in a 
few representative companies : 
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Approximate 
Approximate Proportion 
Name of Trust Total of of Portfolio 
Portfolio in Common 
Stock _ 
Industrial & General Trust, Ltd............ £6,000,000 42% 
The Investment Trust Corporation, Ltd..... 5,668,000 17% 
British Investment Trust, Ltd............. 5, 500,000 30% 
Scottish Western Investment Company, Ltd. 2,430,000 16% 
Anglo-American Debenture Corporation, Ltd. 1,830,000 22% 
London and Provincial Trust, Ltd.......... 275,000 28% 


The preponderance of prior lien securities among the hold- 
ings of investment trusts is by no means confined to Great 
Britain. In Chapter VI and elsewhere it has been shown that 
efficient management should realize profits on turnover with- 
out the necessity of specializing in common share investments. 
It is indeed a mistake to assume that investment trusts, either 
in England or America, will generally specialize in common 
shares, or that their profits from changing investments must 
depend largely upon their holdings of junior securities. 


Investment Problems of Endowed Institutions.—Finally, 
in summarizing the circumstances which seem likely, now and 
in the future, to encourage the development of American in- 
vestment trusts, sight must not be lost of the needs of educa- 
tional endowments and philanthropic organizations. Invest- 
ment problems of endowed institutions in the United States 
are only now beginning to receive the attention their importance 
warrants. There is here quoted practically in full an illumin- 
ating statement concerning financial policies of endowed 
colleges and universities recently submitted to the author by 
H. B. Allin-Smith of the University of Chicago. This quota- 
tion suggests the importance of well-conducted investment 
trusts, organized for the purpose of effecting expert investment 
and reinvestment of the funds of endowed institutions: 


So great are the income needs of many growing educational insti- 
tutions, so wealthy are they already in financial resources, and so 
promising their prospects of wider development in the next few 
decades, that a sound or “scientific” basis of financial management is 
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as imperative to their full educational success, as it is to any venture 
in the commercial sphere. 

It is no wonder then that the administrative boards of endowed 
colleges and universities begin these days to question carefully the 
suitability of their investments, the adequacy of income received from 
them, and the financial problems raised by expanding and many-sided 
requirements of curriculum, research, plant and equipment. 

A relatively new attitude toward investment policies is appearing 
out of this closer financial scrutiny. A business-like plan is being 
evolved to replace an “academic” policy (or lack of it) in educational 
finance management. Some schools are even entering into consultation 
with investment houses for investment analysis and advice. It is not 
in any sense their desire to reap the rewards of speculation. Rather, a 
timely conviction has developed that today’s broader investment oppor- 
tunities and clearer public insight into financial market operations 
should be adapted to the pressing requirement of greater educational 
income. No longer is it enough to say that philanthropy shall provide 
required endowment from time to time; now the acknowledged obliga- 
tion of prominent educators seems to be to develop an efficient manage- 
ment of funds once given, and thereby to justify the further con- 
fidence of philanthropists in contributions toward meeting needs of 
advancing education. 

A study of changing opinion on this subject shows an interesting 
gradual evolution of this newer view of investment policy as applied 
to endowment funds. It began in the closing years of the past century, 
but with little marked change until the first decade of the twentieth 
century. Educators, and administrators of the funds on which institu- 
tions of higher learning operated, then made, and some perhaps do 
still make, a definite distinction between the more secure and the 
more speculative forms of investment. On the one hand were the 
suitable, including only real estate, mortgages, and bonds. In contrast, 
on the other hand, were the unsuitable, encompassing almost every 
other form of income-bearing investment, and designating especially 
the stocks of commercial corporations. The difference between those 
two broad groups was that one offered security by means of a tangible, 
eventually realizable, asset based on property, while the other group 
meant nothing more than a partnership in the vicissitudes of business. 

A number of occasional opinions from persons of authority in the 
educational world of those days reveal a firm conviction against the 
intangible security of stocks in all the period before the Great War. 
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One writer prominent in this field,” recorded in 1900 the observa- 
tion that then only few of 400 colleges with combined endowment funds 
of 150 million dollars had any part of their resources in stocks, that 
some held largely real estate investments, that four-fifths of all was 
secured by bonds or mortgages. He asserted the inference that the 
endowments were, therefore, invested well both as to security and as 
to income. 

The generally accepted and emphasized belief at that period was 
that educational funds, being public trusts, were of a nature which 
precluded any right to run financial risks, and thus that any stock was 
unsuitable. 

But that attitude was apparent at a time when the corporate form 
of organization, if it was not in its infancy, was at any rate in the 
stages of early childhood so far as size of organization, reputation for 
earning power, and capable management were apparent. 

From 1905 to 1910, a more liberal view of stocks, preferred stocks 
at first and later common stocks, began to appear. There can be no 
doubt that this wider perspective in the matter of suitable securities 
coincided with the more convincing stability of large-scale corpora- 
tions which subsequently have had their major development, in num- 
bers and in scope. 

During and since the period of the war, however, the present 
attitude has taken definite shape. It may be expressed in the terms 
used by a writer connected with a large investment organization,’ in a 
1916 treatise on “Sound Investing” to the effect that as the success of 
educational organizations depends on their yearly income which in 
turn varies with the extent of investments and the care given to man- 
aging them, and as the administrators of these institutions do not have 
strict accountability to outside controls, their investment policies are 
less hampered than in the case of trustee estates. In the absence of any 
specific restrictions they can, therefore, shift investments to accord with 
altering business conditions and with the influence those conditions 
have on stocks and bonds. 

Thus, by degrees measured in years, the scale of investments laid 
down for endowments of educational institutions widened until now 
it begins to include all accepted marketable forms of securities, if 
well and carefully chosen. 

That post-war years have seen the direct focusing of attention on 
a scientific management of educational fund investments comes about 
naturally then. It is corollary to the effects of the war. Costs of 


1 Charles F. Thwing, President of Western Reserve University. 
2 Paul Clay, Moody’s Investors’ Service. 
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living are recognized as being permanently raised to a higher level by 
the economic forces arising out of war time. A dollar income on in- 
vested endowment, measured in terms of the buildings, supplies, or 
services it will buy for a college or university, goes only one-half or 
two-thirds as far as it did in years immediately prior to 1914. Conse- 
quently more dollars are needed to maintain a college, or any other 
enterprise, at its status quo ante bellum, and even many more dollars to 
maintain a normal rate of progress and expansion in the face of grow- 
ing educational demands. 

Two means of added income are apparent. One is the acquisition 
of more endowment. This many colleges of high standing have 
recently undertaken, or are undertaking. The second means is the 
securing of greater income from endowment invested, and this applies 
to all future endowment fund conditions. This second proposition is 
what is so clearly altering the view of college administrators in formu- 
lating their financial policies. 


Undoubtedly the several circumstances dealt with in the 
foregoing quotation are creating conditions favorable to the 
organization of investment trusts. The further question now 
presents itself as to forms which it may be expected investment 
trusts will assume in the United States. 


Types of Investment Trust Offerings.——In Chapter XVI 
several American trusts have been described which issue only 
participating certificates or beneficiary shares in a jointly con- 
stituted investment fund. In the same chapter attention has 
been directed to other trusts which either exercise their bor- 
rowing power or contemplate doing so, thus offering to the 
public their obligations as well as their shares. Undoubtedly 
both types will develop among us. The former will be 
primarily a means of enabling individuals to invest and reinvest 
co-operatively in diversified common shares. The latter will 
be a means of offering to the investors the several types of 
securities which are familiar to them in terms of ordinary 
corporate bonds and stocks, but which, when issued by in- 
vestment trusts, should carry special assurances of safety and 
yield. 
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Investment Trust Obligations—However far may be 
carried the criticisms of bonds or non-participating preferred 
shares as long-term investments, it is inevitable that certain 
classes of investors should always prefer them to common 
stocks. Investment trust bonds which are protected by amply 
diversified and carefully selected investments, and further 
fortified through adequate margins contributed by shareholders, 
are among the most desirable and safe securities anywhere 
obtainable. If experience in Great Britain is any guide, invest- 
ment trust bonds of this character will be welcomed by Ameri- 
can trustees, financial officers of philanthropic and educational 
endowments, savings banks, insurance companies and dis- 
criminating investors generally, especially when “Blue Sky”’ and 
other regulatory laws are so amended as to take cognizance of 
what is as yet in the United States a comparatively unfamiliar 
institution. The same, of course, applies to preferred stock 
issued by investment trusts. 

From the standpoint of the common shareholder the issu- 
ance of debenture bonds or non-participating preferred shares, 
if carefully restricted, may also be regarded as advantageous 
in certain respects. Assuming, for instance, that on the aver- 
age 7% may be earned on invested capital by an American trust, 
that 3% in addition may be realized in profits on turnover, that 
current administrative expenses will average annually from 
Y% to 1% of the invested funds, and that the cost of raising 
capital through the sale of common shares will be 5%, it will 
be seen that net earnings should be equivalent to approximately 
8%% on the amount so subscribed by the public (disregarding 
for the moment organization expenses). Investment trusts, 
however, may be expected to borrow on at least a 6% basis in 
the United States at present, and the cost of raising capital 
through the issuance of bonds should not bring their entire 
borrowing charges to a point exceeding 61%4 % on the funds so 
obtained. A simple calculation will show that after bonds have 
been issued to an amount equalling the capital contributed by 
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shareholders, after the return (10%) on investment and 
turnover suggested above has been obtained on the entire 
capital, and after the above mentioned administrative charges 
have been borne, the net earnings available for common share- 
holders would be approximately 11% on their investment. 

The fact that all or a considerable part of the profits 
realized in changing investments should be reinvested rather 
than distributed in dividends, and that reserves should be ac- 
cumulated from net earnings, would argue the advisability of 
a smaller dividend than 8% or 11% respectively in the fore- 
going illustrations. Income so reinvested, however, enhances 
the equity behind the common stock and ultimately increases 
its dividend paying power. 


Shorter Term Borrowing.—Investment trusts organized in 
the United States should be able to borrow from financial in- 
stitutions as well as investors. Among the former may be in- 
cluded banks, and commercial paper houses, as well as business 
organizations, and individuals, which desire from time to time 
to make safe and profitable short-term use of loanable funds. 
The forms which such borrowing might take range from ad- 
vances on promissory notes, or loans on security collateral, to 
certificates of from six months to two years maturity. When 
bonds cannot be profitably marketed, when interest rates are too 
high on debts of long maturity, or when an imminent change 
in the bond market augurs wisdom in delay, short-term loans 
may be contracted on terms profitable for investment trusts. 

Short-term borrowing, however, should be undertaken with 
extreme caution, and should not as a rule be more than a frac- 
tion of the bonded indebtedness. The volume of borrowing 
is ultimately dependent upon the amount of invested capital 
derived from sale of common or preferred stock, and the dic- 
tates of wisdom, if not the exigencies of the market, would 
probably limit the total of borrowing under all forms to an 
amount from one to two times the former. 
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It is far more likely in the case of bond borrowing than in 
the negotiation of short-term loans that time will operate to 
the advantage of American investment trusts. As this type of 
organization becomes better known, the bonds will perhaps be 
placed on a strictly gilt-edged basis, and will be much in demand 
on the part of those seeking the highest measure of safety ob- 
tainable beyond the palings of government obligations. The 
underwriting and brokerage commissions should tend to fall, 
and it is not improbable that all classes of investment trust 
financing will seek the lower cost levels which give the British 
trusts such a tremendous advantage. Just as bank acceptances, 
practically unknown in American domestic commerce in pre- 
war years, are now winning their way to a recognized position 
among sound short-term investments, so investment trust bonds 
should gain public favor by their essential soundness. New 
York, Massachusetts, and many other states have passed laws 
permitting trustees, savings banks, and other institutions under 
their supervision to invest a proportion of their funds in 
bankers acceptances, and the same may be expected for bonds 
of investment trusts in course of time. 


Investment Trust Preferred Stock.—The same general line 
of reasoning which commends the issuance of bonds might also 
be applied to preferred stock. When conservatively restricted, 
as illustrated in Chapter ITI and elsewhere in this volume, pre- 
ferred stock of investment trusts makes an excellent invest- 
ment, offering a yield somewhat higher than the bonds, and a 
security only second to theirs. The advantage to the common 
shareholder of issuing preferred stock may readily be figured as 
in the illustrations above. Again assuming, for instance, that 
investment return and gains realized on turnover average 10% 
on the invested capital, that costs of marketing the trust’s 
securities are 5%, that interest is payable on bonds and divi- 
dends on preferred stock at 6 and 614% respectively, and that 
administrative expenses are 1% of resources, it is clear that 
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the net earnings applicable to common stock dividends would 
equal approximately 1514% on capital so subscribed, provided 
the funds of the trust are derived from sale of common shares, 
preferred stock, and bonds, in the ratios of 25, 25 and 50% 
respectively. 

Illustrations of this kind may be multiplied indefinitely. 
The capital structure of any trust—whether it issues only shares 
or certificates, or raises in part capital on one or more fixed- 
cost arrangements—must be determined with a view to the 
principal purpose in organizing the trust, and the conditions of 
the market at the time of organization. In any case, if the 
illustrative figures given in the above paragraphs are, as the 
author assumes, applicable to conditions in the United States 
at the present time, it would seem that investment trusts may 
anticipate a very fair return to their shareholders. This should 
be realized with as little delay as is necessarily involved in 
selecting good investments, and is not hypothecated upon the 
building up of a new or untried business, or the establishment 
of further markets for an old one. 


Underwriting.— Participation in underwriting of sound 
issues, which has been shown in Chapter V to be an appreci- 
able factor in the income of investment trusts in the United 
Kingdom, can only be counted upon when American trusts have 
attained considerable size, and formed natural groupings of 
sufficient investing power to absorb easily and safely any under- 
writing guaranty which must be taken up. This remains, there- 
fore, a deferred, but none the less an important potential source 
of income. 


The Interests of Promoters.—But what can be said, how- 
ever, of the prospect of profits for organizers of investment 
trusts in the United States? A certain number of people there 
will doubtless be whose interests in creating investment trusts 
will be primarily to afford more profitable and secure invest- 
ment channels to friends, clients, or employees. Savings banks, 
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trust companies, and perhaps even insurance companies, may be 
tempted to enter a field so closely akin to their own, and so 
readily explored by their existing administrative equipment, 
with primary concern for the welfare of investors rather than 
profits beyond their own moderate compensation. The de- 
velopment of investment trusts on a large scale is likely, how- 
ever, to have its impulse mainly from those who anticipate 
added gains in the form of shares for services, purchases at 
less than market value, or other privileges reserved for them. 

The device of “founders shares’’ is too well known to re- 
quire special comment here, and the same is true of the num- 
erous other ways in which a share in future profits is reserved 
for those whose initiative and ideas have been responsible for 
the creation of a successful enterprise. In general, however, 
it must be remembered that investment trusts are not “get rich 
quick” schemes, that any arrangements of the kind should be 
made fully known to those who are entitled to the facts, and 
that of all types of business, the investment trusts can least 
afford to countenance any practices tending to undermine public 
confidence in officers and directors, and will most profit in the 
sedulous fostering of high ideals and faithful service in the ad- 
ministration of funds entrusted to them. Such devices as are 
used to assure to founders and promoters an added participa- 
tion in profits should be adopted only after a realistic estimate 
of probable earnings, and with every protection to assure, after 
all prior charges have been met, a liberal dividend to common 
shareholders. 

In fact, it is doubtful whether organizers of investment 
trusts should as a rule seek means of compensation other than 
the just reward for their marketing efforts, the stated outlay 
for administrative overhead, the opportunity of acquiring com- 
mon stock at offering prices to the dealers, or perhaps clearly 
defined subscription rights in future issues. At least, until in- 
vestment trusts have demonstrated their earning power beyond 
any question, it would be inadvisable to saddle new under- 
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takings with claims to profits which have not been acquired for 
cash. The same precautions which, in the organization of 
national banks, prevent the issuance of stock for services, com- 
mend themselves for similar reasons in the promotion of in- 
vestment trusts. 


Impartiality in Choosing Investments.—It is also impor- 
tant to avoid the impression that an investment trust is created 
largely for the purpose of absorbing certain blocks of ques- 
tionable or untried securities. The management of the trust 
should take an entirely unprejudiced view in building up its 
investments, and for this reason close connections with issuing 
houses or brokers should be avoided, unless definite assurance 
exists that conscious or unconscious bias will not lead to the 
use of the investment trust as a convenient “unloading” device, 
or a “patient beast of burden for pet issues.’’ Moreover, the 
trust should always expect to pay no more than the commonly 
accepted brokerage fees for the purchase and sale of its hold- 
ings. 

It is hardly to be expected, in fact, that a properly conducted 
investment trust will be in position to net its founders a return 
until some time after it has attained a satisfactory dividend pay- 
ing position. If the investment trust is to maintain its own 
executive officers or an independent managerial organization 
is to be created, a capital of $5,000,000 or more would probably 
be required before a self-sustaining basis is reached. 


Centralization of Management.—The need of constant 
alertness and undivided attention in managing to best advantage 
an investment trust portfolio, and the many peculiar angles of 
the business, render advisable the creation of such specialized 
administrative organizations. Once a competent statistical staff 
has been created and the ordinary executive tasks have been 
systematized, the organization of new investment trusts may 
easily be undertaken by the managerial office already function- 
ing, which would be in favorable position to serve as manager 
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or fiscal agent of such companies. Independently operating in- 
vestment trust development and administration companies of 
this kind should ultimately prove profitable to their founders 
and shareholders, and of considerable advantage to investment 
trusts in undertaking managerial or other services at the de- 
creasing costs made possible by specialization in the business 
and by the savings of large-scale organization. 


Financing Investment Trusts—Much may be said for 
the development in the United States of a type of investment 
trust midway between the financing and the purely investing 
kind, that is, a company whose funds must be invested in sound 
marketable securities to a specified minimum percentage thereof, 
but whose resources above this amount may represent diver- 
sified financing. In this way urgently needed capital might be 
supplied for foreign and domestic enterprises of promise, the 
initial needs of which are at once too large for local bankers 
to supply and too small for commanding the interest of repu- 
table issuing houses. The temptation is, however, for financ- 
ing investment trusts to depart very far from the road traversed 
by the investment trust proper. Once the active promotion of 
subsidiary enterprises is undertaken, the tendency is natural for 
the financing company to offer other supplementary financial 
services and gradually to be drawn into the whole range of 
kindred activities. Moreover, it requires skilful management to 
maintain anything like a real diversification of risk for all 
except financing companies of very large capital, for an initial 
commitment encourages further participation, and large addi- 
tional advances may appear imperative in critical times to save 
the investment already made. 


The Prospect.—Whether, however, the American invest- 
ment trust follows exclusively the road of conservative invest- 
ment, or seeks to some extent to enter the domain of active 
promoting and financing, there can be no doubt that it will 
prove an important instrumentality in making more potent the 
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influence of the small investor in the financial world. It will 
encourage thrift, and promote caution in the choice of invest- 
ments. It will introduce further stabilizing elements into 
business and speed the placing of capital in fundamentally 
sound enterprises. It will broaden the financial horizon of the 
American investor and familiarize him with opportunities in 
foreign countries. And in so doing it will constitute one more 
important factor in facilitating our exports and in strengthen- 
ing the bases of our material prosperity. 


PRM aici i od gh 


i“ > 
‘ | 7 
eins 
i 
jan « Fone iy 
2 ‘ ; ; " 7 
ld i" 
ae aie 
; ‘ 
: Us mee Y 
Pie 4 ive , ra ee: 
bye jar os é ‘ ae i. ip htt on 
1 =~ ¥ ¢ ' ; " ‘ 1 
q . s , 5 My - 
. : mnt) ¥ gr o* i is! ’ 
= 3 bi ’ we 
’ ae ar Ad 7 ; 7 
Fn ks 
’ Dorey es ot ae F hal 
+4 
+ af ee J § ; 
Br eA ue ide.” why . 
. f 
— ¥ s 6 = 
. -: . \ a 
an se ; 
5 ic j 
z ws aN Ait [ ; 
= a) 
» % 
, 
i” 
y 
’ — - 
-4 ™a 
2 " re * Tc. ¥ 
x 
7 rY le é 
4 
Po on ELM = 
A * 7 
| 
tal 
, ie +) 9a 
J d@ a ” 


i. 5 a 
hy! an eat eed eh, ap ae’ ee 
- o7 . , aa 

aa D Opti I) bo all Toa 


oh h 
ne matey» Algy at ass Sa iz Sem ; 


5 he 
Path eee ae wae 1 ee Bisshy fa ball ele fee 


an i at 4 ty ah 
7 ‘ vee oF 
Me gh ‘ . re, | Ls 
» 
aks 
rey 
Ved 
rea 
th 
é i. 
- i “= 
fe ae, 
ee 
i 
Pee 
> ' _* 
ie Me ane 
a i 
Nee 4, 
; nati a AP 
eas ey ake 
Shi wrth) WP 
a be 
wee es 


APPENDIX 


i\ 


- 
x. 
' 
é 


Rear Sa i Fh) 
te? te a ee ee a 
be A ae a 
5 ¥ ¥,-; : ot. hal dt 
r Fy Ls ; «al 
iA ie 
ci ro Ae wn 
3 ’ ie. rain 


a”, 


are oh 


oe ie. wr ° ‘ : A “ ie ; ; * - 
a aie ee Are OE 9 Yale hae ee 


178, 
liza hy = a a ne a 


APPENDIX A 


SHIN I 


PRINCIPAL British INVESTMENT Trust CoMPANIES 
CLASSIFIED ACCORDING TO THEIR MaIn 
GROUPINGS 


Not all of the companies listed here are, strictly speaking, investment 
trusts. A few companies doing in part a financing or mortgage business are 
included in order to keep the groups intact. This exception applies at most 
to ten or a dozen companies scattered throughout the groups. Those starred 
are companies whose earnings are analyzed in Chapter X. 


I. Tor CoMpaANIES IN WuHicH RosBert FLEMING & CompANy Have 
Direct INTEREST 


*Alliance Trust Co., Ltd. 
*British Investment Trust, Ltd. 
*Caledonian Trust Co., Ltd. 
First Scottish American Trust Co., Ltd. 
Second Scottish American Trust Co., Ltd. 
Third Scottish American Trust Co., Ltd. 
Clydesdale Investment Co., Ltd. 
*Investment Trust Corporation, Ltd. 
*Metropolitan Trust Co., Ltd. 
Northern American Trust Co., Ltd. 
Scottish Western Investment Co., Ltd. 
Sterling Trust, Ltd. 
*United States & General Trust Corporation, Ltd. 


II. Tot MERCANTILE AND ANGLO GROUP 


*Anglo-American Debenture Corporation, Ltd. 
*The Guardian Investment Trust Co., Ltd. 
Second Guardian Trust Limited 
*The Imperial Colonial Finance & Agency Corporation, Ltd. 
*Mercantile Investment & General Trust Co., Ltd. 
Second Mercantile Trust, Limited 
*United States & South American Investment Trust Co., Ltd. 
Railway Share Trust and Agency Co., Ltd. 
*Railway Debenture & General Trust Co., Ltd. 


351 


352 THE INVESTMENT TRUST 


III. Toe THrocmorton AVENUE GROUP 


*The Alliance Investment Co., Ltd. 
*The American Investment & General Trust Company, Limited 


*The Foreign, American & General Investments Trust Co., Ltd. 


*The Foreign & Colonial Investment Trust Company, Ltd. 


IV. Tue Lorp St. Davip’s Group 
*The Consolidated Trust, Ltd. 
The Equitable Debenture & Assets Corporation, Ltd. 
The Eastern Mortgage & Agency Co. (1902) Ltd. 
*The Government & General Investment Co. Ltd. 


*The Governments Stock and other Securities Investment Co. Ltd. 


The International Financial Society, Ltd. 
*The Municipal Trust Co., Ltd. 
New York & General Trust Ltd. 
*The Omnium Investment Co., Ltd. 
*The Premier Investment Co., Ltd. 
*The Union Commercial Investment Co., Ltd. 
Also affiliated (The Aberdeen Trust Company, Ltd. 
with this East of Scotland Trust, Ltd. 
group British Electric Traction Co. 


V. Tue EpinsurcH Group’ 


*The American Trust Co., Ltd. 
The British Assets Trust, Ltd. 
The British & Foreign Trust, Ltd. 
Edinburgh, Dundee & Aberdeen Investment Company, Ltd. 
*The Edinburgh Investment Trust, Ltd. 
The Second Edinburgh Investment Trust, Ltd. 
*The Third Edinburgh Investment Trust, Ltd. 
The Investors’ Mortgage Security Company, Ltd. 
The Second Investors’ Mortgage Security Company, Ltd. 
The Realisation & Debenture Corporation of Scotland, Ltd. 
The Scottish Investment Trust Co. Ltd. 
*The Second Scottish Investment Trust Co. Ltd. 
Scottish American Investment Co., Ltd. 
The Scottish & Canadian General Investment Co., Ltd. 
Scottish American Mortgage Co., Ltd. 
Scottish Mortgage and Trust Co., Ltd. 
United States Investment Corporation, Ltd. 
Scottish National Trust Co. Ltd. 


VI. MisceLLANEOUS COMPANIES 
(1) Robert Benson & Co. Group 


*The Charter Trust & Agency, Ltd. 
*The Merchants Trust, Ltd. 


1 This list is not inclusive of all Edinburgh investment trusts. Several are given above. 
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(2) Sir George Touche & W. S. Poole Group 
*The Industrial & General Trust, Ltd. 
*The Second Industrial Trust, Ltd. 
*The Trust Union Ltd. 
The Trustees Corporation, Ltd. 
and affiliated therewith 
The Debenture Corporation, Ltd. 


(3) Paull & Williamson Group 
The Scottish Northern Investment Trust, Ltd. 
The Second Scottish Northern Investment Trust, Ltd. 


(4) Sir John R. Ellerman Group 
*Brewery & Commercial Investment Trust Ltd. 
*Debenture Securities Investment Company, Ltd. 
London General Investment Trust, Ltd. 


(5) Sir Henry Seymour King Group 
*Indian & General Investment Trust, Ltd. 
*International Investment Trust, Ltd. 


(6) Nathaniel Spens Group 
The City Property Investment Trust Corporation, Ltd. 
*Railway Investment Co., Ltd. 
Stock Conversion & Investment Trust, Ltd. 


(7) James Anderson Group 
*River Plate & General Investment Trust Co., Ltd. 
River Plate Trust, Loan & Agency Company, Ltd. 


(8) Davenport Group 
*General Investors & Trustees, Ltd. 
Cardinal Investment Trust, Ltd. 


(9) Miscellaneous Companies 

Beaver Trust, Ltd. 
British Steamship Investment Trust, Ltd. 
Canadian & Foreign Investment Trust, Limited 
Egyptian & Foreign Trust, Ltd. 

*General & Commercial Investment Trust, Ltd. 
Glasgow American Trust Co., Ltd. 

*London & South American Investment Trust, Ltd. 

*London & Colonial Investment Corporation, Ltd. 

*London Scottish American Trust, Ltd. 

*London Trust Co., Ltd. 
Rio Claro Railway & Investment Co., Ltd. 
Traction & Power Securities Co., Ltd. 
United Discount & Securities Co., Ltd. 

*United States Debenture Corporations, Ltd. 
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SECTION II 


APPROXIMATE OUTSTANDING CAPITAL, DEBENTURE AND SHARE, 
OF THE PRINCIPAL BritisH INVESTMENT TRUSTS 


Figures are for the companies of Section I. Some fifteen of the latter do 
not enter the 1912 figures. 


IQI2 IQ2I 
Ordinary Stock and Shares.................--+- 21,000,000 32,000,000 
Preferred Stock and Shares...............++... 26,000,000 34,000,000 
Debentures and Debenture Stock............... 28,000,000 34,000,000 
Total Outstanding Capital...................... 75,000,000 100,000,000 
Average Ordinary Stocks... ss 0< secs cs su esse 0's 346, 000 415,000 
Average Preferred Stock... . oe sices ss eesnseees 411,000 441,000 
INV ELAS EMOICDEREUTES vispcie missle sas sibs e tessa ie iene 443,000 444,000 
Average Total Outstanding Capital.............. 1,200,000 I, 300,000 


SECTION III 


A Few BritisH INVESTMENT TRUSTS CONCENTRATING 
THEIR INTERESTS IN CERTAIN AREAS OR INDUSTRIES 


For source of more detailed list, see concluding note to Section V. 


RUBBER AND TEA 


Anglo Straits Rubber and General Trust, Ltd. 
British North Borneo Rubber Trust, Ltd. 
Eastern International 

Equatorial Rubber Trust, Ltd. 

Hevea Rubber Trust, Ltd. 

Operators’ Trust, Ltd. 

Rubber Plantations Investment Trust, Ltd. 
Scottish Tea and Rubber Trust Co., Ltd. 

Tea Share Trust 


Rats, ELtectric Power AND TRAMWAY COMPANIES 
Central Bahia Railway Trust 
Northern American Trust Co., Ltd. 
Railway Investment Co., Ltd. 
Rhodesia Railways Trust, Ltd. 
South American Assets Co., Ltd. 
Traction and Power Securities Co. Ltd. 
British Electric Traction Co. Ltd. 
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MINEs 


Barrier and General Trust, Ltd. 

Mining and General Trust of Canada, Ltd. 
Mining Investment Company of Glasgow, Ltd. 
Johannesburg Consolidated Investment 
Central Mining and Finance 


OIL 


Oil Development Trust, Ltd. 
Oil Trust, Ltd. 


By far the larger number of such companies are to be found in the 
“Financial, Land, and Investment” section of the Stock Exchange In- 
telligence. 


SECTION IV 


A Few INVESTMENT TRUSTS ORGANIZED FOR THE PURPOSE 
OF EFFECTING FINANCIAL REARRANGEMENTS 


(Detailed information from sources cited below) 


Callenders Share and Investment Trust, Ltd. 
Lake View Investment Trust 

New York & General Trust 

Mexican Central Railway Securities Company 
Rio Claro Railway & Investment Co. 

Sterling Trust 

Stock Conversion and Investment Trust 


SC CNN, 


A Few Tvpicat British Trust Companies DoING IN 
Part OR WHOLE A FINANCING BUSINESS 


British Canadian Trust, Ltd. 

British Foreign & Colonial Corporation 
Anglo-Scottish Trust 

Atlantic Trust 

British & General Debenture Trust 

British Empire Trust Co. 

British Maritime Trust, Ltd. 

Eastern International Rubber and Produce Co. 

In 1920 the Articles were altered so as to enable pro- 
ceeds from sale of investments to be apportioned between 
capital and revenue instead of crediting the whole sum 
to investment reserve account. The business is, there- 
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fore, divided into two distinct parts: (1) investment and 
trust; (2) general. 


Law Debenture Corporation 

London Maritime Investment Company 

North of England Trustee Debenture & Assets Corporation, 
Ltd. 

Electric and General Investments 

Orient Trust, Ltd. 

South African & General Investment & Trust Co., Ltd. 

South American Assets Co., Ltd. 


For further companies, see lists in Stock Exchange Official Intelligence, 
either under ‘‘Financial Trusts,’’ or ‘‘Financial, Land, and Investment 
Companies.”’ From the same source, details concerning date of organization 
and outstanding capital can be obtained. 

Most of the above companies are new and have not yet issued debentures. 
There are in all from 100 to 150 active companies of the kind which are not 
strictly investment trusts. 


SECTION VI 


CERTAIN AMERICAN INVESTMENT TRUSTS, INCLUDING 
SEVERAL WITH SPECIALIZED HoLDINGS, WITH 
DATES OF THEIR ORGANIZATION 


(Interested houses designated in several cases) 


The Alexander Fund, 1907 

The First Investment Company of New Hampshire, 1916 

International Securities Trust of America, 1921 
American Founders Trust—Fiscal Agent 

The Eastern Bankers Corporation, 1922 

The Bond Investment Trust, 1923 

The Investment Managers Company, 1924 
(Roosevelt & Son) 
(Wood, Low & Company) 

The Massachusetts Investors Trust, 1924 

The Morristown Securities Corporation, 1924 
(Coggeshall & Hicks) 

Wisconsin Investment Company, 1924 

Joint Stock Securities Company, 1925 
(Guy Huston & Company, Inc.) 

The Financial Investing Company, 1925 

The Bankstocks Corporation, 1925 

New England Investment Trust, 1925 

Securities Trading & Holding Corporation, 1925 
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Alwyn Corporation, 1925 

Bondshare Corporation, 1925 

American Bond & Share Corporation, 1925 

Financial and Industrial Securities Corporation, 1926 
(Manufacturers Trust Co.) 
(Redmond & Company) 

Joint Stock Bond & Share Company, 1926 
(C. G. Taylor and Company) 


SECTION VII 


CERTAIN AMERICAN FINANCING ComMPANIES HavING ForEIGN 
’ INTERESTS, AND OPERATING AS “FINANCING INVEST- 
MENT TRUSTS” IN WHOLE OR IN Part 


(Certain interested houses designated in several cases) 
(See Chapter XIII.) 


Electric Investors, Inc. 

American International Corporation, 1915 
Overseas Securities Corporation 

Foreign Bond & Share Corporation, 1919 

(Asia Banking Corporation) 

(Mercantile Bank of the Americas) 
Foreign Finance Corporation 

(J. P. Morgan & Company) 

American & Foreign Power Co., Inc., 1923 

(Electric Bond & Share Company) 
International Power Securities Corporation, 1923 

(Aldred & Company) 

American & Continental Corporation, 1924 

(Dillon, Read & Company) 

North American Utility Securities Corporation, 1924 
United States & Foreign Securities Corporation, 1924 

(Dillon, Read & Company) 
American-Belgian Financial Corporation, 1925 

(Lee, Higginson & Company) 

(White Weld & Company) 
American-European Utilities Corporation, 1925 
Swedish American Investment Corporation, 1925 

(Lee, Higginson & Company) 

European Shares, Inc., 1926 

(Hayden Stone & Company) 

German Credit & Investment Corporation, 1926 

(Dillon, Read & Company) 


APPENDIX B 


CHRONOLOGICAL TABLE OF ORGANIZATION OF LEADING 
BritisH INVESTMENT TRUSTS 


(Those starred represent registration of an older trust incorporated by deed 
poll, of which the Submarine Cables Trust is now the only example.) 


Year of 
Registration 


1863 International Financial Society, Limited 


1871 *Governments Stock and Other Securities Investment Co., Ltd. 
Submarine Cables Trust 


1873 Railway Debenture and General Trust Co., Ltd. 
Globe Telegraph & Trust Company, Ltd. 
The Scottish American Investment Co., Ltd. 


1874 The Scottish American Mortgage Co., Ltd. 


1879 *American Investment & General Trust Co., Ltd. 
First Scottish American Trust Co., Ltd. 
*Foreign & Colonial Investment Trust Co., Ltd. 
*Municipal Trust Co., Ltd. 
Second Scottish American Trust Co., Ltd. 
Third Scottish American Trust Co., Ltd. 


1881 Railway Investment Co., Ltd. 
River Plate Trust, Loan & Agency Co., Ltd. 
Sterling Trust, Ltd. 


1883 Foreign, American & General Investments Trust Company, Limited 
1884 Mercantile Investment & General Trust Co. Ltd. 
1886 United States & South American Investment Trust Co., Ltd. 


1887 Army & Navy Investment Trust Co., Ltd. 
British Steamship Investment Trust, Ltd. 
Omnium Investment Company, Ltd. 
Scottish Investment Trust Co., Ltd. 
Trustees Corporation, Ltd. 
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Year of 
Registration 


1888 


1889 


1890 


1891 
1892 
1893 
1895 
1896 
1898 
1899 
1902 


Alliance Trust Company, Ltd. 

Bankers’ Investment Trust, Ltd. 

General & Commercial Investment Trust, Ltd. 
Guardian Investment Trust Company, Ltd. 
Government & General Investment Co., Ltd. 
International Investment Trust, Ltd. 

Investment Trust Corporation, Ltd. 

Railway Share Trust & Agency Co., Ltd. 

Realisation & Debenture Corporation of Scotland, Ltd. 
River Plate & General Investment Trust Co., Ltd. 


Alliance Investment Company, Limited 
British Investment Trust, Ltd. 

Consolidated Trust, Ltd. 

Edinburgh Investment Trust, Ltd. 

Gas, Water & General Investment Trust, Ltd. 
Indian & General Investment Trust, Ltd. 
Industrial and General Trust, Ltd. 

Law Debenture Corporation, Limited 

London & New York Investment Corporation, Ltd. 
London General Investment Trust, Ltd. 
London Scottish American Trust, Ltd. 
London Trust Company, Ltd. 

Merchants Trust, Ltd. 

Second Scottish Investment Trust Co., Ltd. 
United States Debenture Corporation, Ltd. 


Anglo-American Debenture Corporation, Ltd. 

Brewery and Commercial Investment Trust, Ltd. 

City Property Investment Co. 

Imperial Colonial Finance and Agency Corporation, Ltd. 
United States and General Trust Corporation, Ltd. 
United States Investment Corporation, Ltd. 


Investors’ Mortgage Security Company, Ltd. 
Premier Investment Company, Ltd. 

New Investment Co., Ltd. 

Debenture Securities Investment Co., Ltd. 
British Electric Traction Co., Ltd. 

British Assets Trust, Ltd. 

Metropolitan Trust Company, Ltd. 


American Trust Company, Ltd. 
Second Edinburgh Investment Trust, Ltd. 
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Year of 
Registration ! 
1905 Egyptian & Foreign Trust, Ltd. 
Trust Union, Ltd. 
1906 Equitable Trust of London, Ltd. 
1907. Charter Trust & Agency, Ltd. 
General Investors & Trustees, Ltd. 
Scottish Western Investment Co., Ltd. 
1908 Scottish Northern Investment Trust, Limited 
1909 Canadian & Foreign Investment Trust, Ltd. 
The Witan Investment Co., Ltd. 
London Scottish Investment Trust, Ltd. 
1910 British & Foreign General Securities & Investment Trust, Ltd. 
Caledonian Trust Co., Ltd. 
London & Colonial Investment Corporation, Ltd. 
Scottish & Canadian General Investment Co., Ltd. 
Second Scottish Northern Investment Trust, Ltd. 
1911 Aberdeen Trust Co., Ltd. 
Second Industrial Trust, Ltd. 
Third Edinburgh Investment Trust, Ltd. 
1912 Rio Claro Railway and Investment Co., Ltd. 
Electrical & Industrial Investment Co., Ltd. 
*Rock Investment Co., Ltd. 
1913 Clydesdale Investment Company, Ltd. 
London & South American Investment Trust, Ltd. 
1914 Glasgow American Trust Co., Ltd. 
Union Commercial Investment Co., Ltd. 
1920 Lake View Investment Trust, Ltd. 
1921 Staveley Trust, Ltd. 
1922 Redeemable Securities Investment Trust, Ltd. 
1923 Second Mercantile Trust, Ltd. 
1924 Scottish National Trust Co., Ltd. 
Second Guardian Trust Limited 
Independent Investment Co., Ltd. 
The Scottish Central Investment Trust 
Scottish United Investors Limited 
Scottish Eastern Investment Trust Limited 
1925 Anglo Celtic 
Second Scottish National Trust Co., Ltd. 
Stockholders Investment Trust Ltd. 
St. Andrew Trust, Ltd. 
1926 Third Scottish Western Investment Co., Ltd. 


APPENDIX C 


A CoMPLETE DECLARATION OF TRUST OF A MASSACHUSETTS 
Trust, OPERATING PURELY AS AN INVESTMENT TRUST 


(See Chapter IT) 


INTERNATIONAL SECURITIES TRUST OF AMERICA 


AMENDED DECLARATION OF TRUST 


An AMENDED DECLARATION OF TRUST made at Boston, 
Massachusetts, this 25th day of May, 1923. 


WHEREAS, . . . . (hereinafter called the Trustees), have been duly 
and regularly nominated, appointed and elected trustees under a certain 
declaration of trust made by. . . . dated April 18, 1921, as amended 
September 7, 1921, and are now all of the trustees acting under and by virtue 
of said Declaration of Trust; and 


WHEREAS, the Trustees propose to receive monies from various persons 
who have agreed to subscribe for or purchase shares or interests in an enter- 
prise for dealing in and with certain securities; and 


WHEREAS, all said monies paid to and received by the Trustees together 
with any other funds and property hereafter acquired by them is to be held, 
used, invested, reinvested and managed, upon and subject to the trusts 
herein declared; 


Now, THEREFORE, the Trustees hereby declare that they will hold said 
monies so agreed to be paid to them and all other funds and property which 
hereafter may be acquired by them as such Trustees, together with the pro- 
ceeds thereof, im trust to manage, invest, reinvest and dispose of same for the 
benefit of the holders from time to time of the certificates of shares issued 
and to be issued hereunder in the manner and subject to the stipulations 


herein contained. 
ARTICLE I 


1. The Trustees in their collective capacity shall be designated so far 
as convenient and practicable, as “International Securities Trust of America,” 
and under that name, so far as convenient and practicable, shall conduct 
all their business and execute all instruments in writing. 

2. From and after May 25, 1923, there shall be not less than three nor 
more than seventeen Trustees hereunder. The Trustees shall not be required 
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to be shareholders. At the annual meeting of the shareholders to be held in 
the year 1924, the shareholders entitled to vote shall elect not less than three 
nor more than seventeen Trustees who shall be divided into three classes, 
each class to contain as nearly as may be the same number of Trustees as each 
of the other classes. One class of such Trustees shall hold office for the term 
of one year next ensuing, one class for the term of two years next ensuing 
and one class for the term of three years next ensuing. Thereafter the share- 
holders entitled to vote shall elect not less than one Trustee nor more than 
six Trustees at each annual meeting of the shareholders, each Trustee to serve 
for the term of three years next ensuing. Each Trustee shall serve for the 
period for which he shall have been elected and until his successor shall have 
been elected and shall have accepted this trust. Each vacancy in the number 
of Trustees elected by the shareholders, whether occasioned by death, resigna- 
tion, inability to act or any other reason shall be filled for the unexpired term 
as follows: 


(a) In case the number of Trustees then acting shall be three or 
more, the Trustees may elect a successor Trustee to fill each or any such 
vacancy; 

(b) In case the number of Trustees then acting shall be less than 
three, the Trustee or Trustees shall elect a successor Trustees to fill each 
such vacancy necessary in order to bring the number of Trustees to three 
and the three Trustees may then elect a Successor Trustee or Trustees 
to fill each or any additional vacancy; and 
_ (c) In case there shall be no Trustee hereunder then acting the 
shareholders entitled to vote shall elect a successor Trustee to fill each 
vacancy for the unexpired term at a special meeting of such shareholders, 
which may be called and notice of which may be given by any officer 
hereunder or by any shareholder entitled to vote with respect thereto. 


Upon the filing with the Depositary of the Declaration of Trust named 
herein of (1) a copy of the record of such election, certified to by the Secretary 
or Assistant Secretary, and (2) a written acceptance of this trust executed 
by the Trustee so elected, the trust shall vest without further act or deed in 
the newly elected Trustee together with the Trustee or Trustees then holding 
office. It shall be the duty, however, of any retiring Trustee or the adminis- 
trator or executor of any deceased Trustee, to make a formal transfer if the 
same is deemed necessary or advisable by the remaining Trustee or Trustees. 

At each annual meeting of the shareholders, beginning in the year 1924, 
the shareholders entitled to vote shall elect a Secretary to serve for the term 
of one year and until his successor shall have been elected. 

3. The Trustees shall hold the legal title to all funds and property at any 
time belonging to this trust and, subject only to the specific limitations herein 
contained, they shall have the absolute control, management and disposition 
thereof, and shall likewise have the absolute control and conduct of all business 
of the trust. The naming of any specific duties and powers herein shall not 
be construed as limiting the general powers conferred upon the Trustees. 
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4. The Trustees are authorized and empowered to establish, maintain, 
manage and carry on within or without the State of Massachusetts and in 
the United States of America or elsewhere, the business of buying, selling 
and otherwise dealing in bonds, debentures, stocks, shares, evidences of 
indebtedness and other securities (hereinafter collectively called securities), 
particularly those of governments, corporations, associations and trusts, 
whether originating in the United States of America or elsewhere; and in 
connection therewith, subject to the provisions hereinafter contained, to 
lend and to borrow money, to issue bonds, debentures, and other evidences 
of indebtedness of the trust and to mortgage, pledge, hypothecate or dedicate 
the assets of the trust or any part thereof as security therefor, and in general 
to do or cause to be done all such acts and things as may be necessary or 
proper in connection with or appertaining to the efficient and expeditious 
conduct of such business. 

5. The Trustees shall hold in their own names as Trustees of International 
Securities Trust of America or in the name of International Securities Trust 
of America or otherwise all bonds, debentures, stocks, shares, evidences of 
indebtedness and other securities, which shall belong to the trust. They shall 
be authorized to exercise all rights and incidents of ownership thereof including 
the right to receive any and all monies or other property payable with respect 
thereto, and to vote thereon as they in their discretion may deem advisable. 

6. The Trustees shall pay all proper taxes or assessments of whatever 
nature, foreign, national, state or municipal, upon the property and income 
of the trust or any portion thereof and shall pay all proper expenses and charges 
incurred in the business of the trust. The Trustees are empowered to receipt 
for all sums of money at any time received by the trust, to employ counsel, 
to prosecute, defend and settle any suits or actions whether at law, in equity 
or otherwise, concerning or affecting the trust or the business thereof and to 
compromise or refer to arbitration any claims in favor of or against the trust. 

7. The Trustees, subject to the provisions hereof, are authorized and 
empowered to secure, by agreement or otherwise, the services of agents, under- 
writers, contractors or others in connection with the disposition of shares and 
Bonds, notes or other evidences of indebtedness issued and to be issued here- 
under and to pay therefor such salaries, commissions or other compensation 
as they may deem reasonable and proper. 

8. The Trustees from time to time shall determine whether and to what 
extent, and at what times and places, and under what conditions and regula- 
tions the accounts and books of the Trustees, or any of them, shall be open 
to the inspection of the shareholders, and no shareholder or other persons 
shall have the right to inspect any account or book or document except as so 
determined. 

9. The Trustees may adopt and use a common seal and a majority of 
all of the Trustees may adopt and may amend from time to time By-Laws 
regulating the conduct of their business. 

10. The Trustees shall adopt Rules and Regulations, not inconsistent 
herewith, prescribing and fixing certain standards which must be met by each 
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security before such security shall be eligible for acquisition by the trust, 
and in addition, if the Trustees so desire, specifying rules of procedure, require- 
ments and methods for the conduct of the business and affairs of the trust. 
The Rules and Regulations so adopted shall be binding upon the Trustees 
and their successors in the trust. No securities which shall not have met 
such standards of eligibility shall be acquired by or on behalf of the trust. The 
Rules and Regulations may be added to, altered or amended from time to 
time by two-thirds or more of the Trustees, provided only that said standards 
of eligibility as originally adopted by the Trustees shall never be lowered 
during the continuation of this trust. The Rules and Regulations shall be 
available only to the Trustees and their successors in the trust, and no share- 
holder, creditor or other person whosoever shall be entitled to inspect the 
same for any cause or reason whatsoever. 

11. Regular and special meetings of the Trustees shall be held in such 
places, within or without the State of Massachusetts, and at such times and 
shall be called and notices thereof shall be given as shall be provided in the 
By-Laws. A majority of the Trustees shall be present at any meeting to 
constitute a quorum for the transaction of business. Except as herein other- 
wise expressly provided, any action taken by a majority of the Trustees 
present at any such meeting and any action assented to in writing by a majority 
of all of the Trustees without a meeting shall have the same validity and 
effect as if voted and consented to by all of the Trustees. 

12. The Trustees shall elect annually from among their number, a 
President and from among their number or otherwise, a Treasurer. The 
Trustees may appoint from time to time one or more Vice-Presidents, Assistant 
Treasurers, Assistant Secretaries, and such other officers and agents as they 
may deem advisable, each to hold office for such period as the Trustees may 
determine. The powers and duties of such officers or agents shall be defined 
in the By-Laws, or by the Trustees. Action taken or authorized to be taken 
by any such officer or agent, in the proper exercise of powers so defined, shall 
have the same force and effect as if taken or authorized to be taken by the 
Trustees. The Trustees shall fix the compensation, if any, of the Secretary 
and of all the officers and agents elected or appointed by them. The President 
or Treasurer may be removed by the affirmative vote of a majority of all of 
the Trustees with or without a meeting, and any other officer or agent 
appointed by the Trustees by like action or by vote of the Trustees at any 
meeting at which a quorum is present. Any officer or agent may resign by 
giving written notice ot his intention so to do to the Trustees. In case of the 
resignation, removal, refusal or inability to act of any officer, including the 
Secretary, or of any agent, the Trustees may appoint a successor to fill the 
vacancy of the unexpired term. The Trustees shall appoint a Secretary to 
act until the annual meeting of the shareholders to be held in the year 1924. 

13. A majority of all of the Trustees, in their discretion, subject to the 
provisions in the By-Laws may appoint from among their number, an Execu- 


tive Committee or any other committee to which they may delegate such 
powers as they may think proper. 
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14. The Trustees are hereby authorized to pay to themselves a sum not 
to exceed $20 as compensation for actually attending any regular or special 
meeting of the Trustees and, in addition thereto, to pay to themselves such 
compensation for their own services as they may deem reasonable; provided 
that the aggregate compensation so paid to all of the Trustees shall not 
exceed, in any one year, a sum equal to one and one-half per cent (114%) of 
the net profits of the trust (as hereinafter defined) during that year. Each 
Trustee shall be reimbursed for all expenses and indemnified against all 
liabilities paid out and incurred by him in connection with the discharge of 
his duties as Trustee. Any Trustee may be employed by the Trustees to 
perform any special, legal, financial or other services and may be elected or 
appointed to any office, and shall in any such case be entitled to receive such 
additional compensation as the Trustees may fix and determine. 

15. Any Trustee may acquire, hold, and sell shares in the trust in his 
individual name or on his personal account, or jointly with other persons, or 
as a member of any firm, without being thereby disqualified as a Trustee, and 
while owning and holding any shares on his personal account, shall be entitled 
to the same rights and privileges with respect thereto as any other shareholder. 

16. Any Trustee, or any firm of which he may be a member, or any cor- 
poration of which he may be a stockholder, director or officer, may contract 
with the Trustees as fully and to the same effect as though he were not a 
Trustee. No Trustee so interested shall vote with respect to any such contract. 

17. So far as strangers to the trust are concerned, a resolution adopted by 
the Trustees or a writing signed by a majority of all of the Trustees, certified 
as such by the Secretary or Assistant Secretary, shall be conclusive evidence 
that any action taken or authorized to be taken thereby is within the powers 
of the Trustees. 


ARTICLE IT 


1. Meetings of the shareholders shall be held in the City of Boston in 
the Commonwealth of Massachusetts or in such other place or places of said 
Commonwealth as shall be specified in the respective notices or waivers of 
notices thereof. 

2. Annual meetings of the shareholders shall be held on the fourth Monday 
in March of each year beginning with the year 1924, at such place, date and 
hour as the Trustees may designate. Special meetings may be called by the 
President or by any two of the Trustees. 

3. Notice of each meeting of the shareholders, whether annual or special, 
shall be given by the Secretary, by mailing a written or printed notice of the 
meeting to each shareholder entitled to vote at such meeting, at his registered 
address, at least twelve (12) days before the day on which the meeting is to 
be held. Notice of any meeting of the shareholders need not be given to any 
shareholder who shall attend such meeting in person or by proxy, nor to any 
shareholder who, in person or by attorney thereunto authorized, shall waive 
such notice in writing or by telegraph. Notice of any adjourned meeting 


of the shareholders need not be given. 
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Every notice of a meeting of the shareholders, besides stating the time 
and place of the meeting, shall state briefly the objects thereof. Any business 
whatsoever may be transacted at any meeting of the shareholders at which 
all of the shareholders entitled to vote in respect thereto are present in person 
or represented by proxy. 

4. Except as otherwise in ARTICLE III hereof provided, each shareholder 
shall be entitled to one vote for each share standing in his name on the books 
of the Trustees. Any shareholder may vote either in person or by proxy. 

5. At any meeting of the shareholders, the presence in person or repre- 
sentation by proxy of the holders for the time being of a majority in number 
of the shares then issued and outstanding and entitled to vote shall be 
necessary and sufficient to constitute a quorum for the transaction of business; 
provided that any number of such shareholders present in person or repre- 
sented by proxy at any annual election of Trustees and the secretary though 
holding less than a majority in number of the shares then issued and out- 
standing and entitled to vote, may elect Trustees and a secretary. In the 
absence of a quorum the shareholders present in person or represented by 
proxy at the time and place for which such meeting shall have been called or 
to which it shall have been adjourned, or if no shareholder is present in person 
or represented by proxy, any officer may adjourn such meeting for a period 
not to exceed twenty days. At any such adjourned meeting at which a 
quorum may be present any business may be transacted which might have 
been transacted at the meeting as originally called. At all meetings of the 
shareholders, a quorum being present, all matters, except as herein otherwise 
specifically provided, shall be decided by the vote of the holders of a majority 
in number of the shares present in person or represented by proxy and entitled 
to vote. 


ARTICLE III 


1. The beneficial interest in this trust shall be divided into Two Hundred 
Fifty Thousand (250,000) Preferred Shares of the par value of One Hundred 
dollars ($100) each and Eight Hundred Thousand (800,000) Common Shares 
without nominal or par value. 

2. The Preferred Shares shall be issued in series of not less than One 
Thousand (1,000) shares each. From time to time as they shall deem desirable, 
the Trustees shall authorize the issuance of one or more such series of Preferred 
Shares and shall prescribe for each such series (a) a distinctive letter or figure 
or both, (b) the rate of dividends (not exceeding eight per cent. (8%) per 
annum on the par value thereof), which the holders thereof shall be entitled 
to receive and (c) the premium which the holders thereof shall be entitled 
to receive upon redemption, which shall not be more than fifteen per cent. 
(15%) of the par value thereof. 

3. The preferences and rights of and the limitations and restrictions 
upon the Preferred Shares of each and every series, issued and to be issued, 
are as follows: 
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(a) The holders of Preferred Shares shall be entitled ‘to receive 
quarterly, on the first days of March, June, September and December 
in each year, beginning with September 1, 1923, dividends at the rate of, 
but not exceeding, the rate prescribed by the Trustees for each series, 
respectively, before any dividends on the Common Shares shall be paid 
or set apart for payment. Dividends on the Preferred Shares shall be 
cumulative, so that if in any year dividends thereon at said rate on 
each series, respectively, shall not have been paid, the deficiency shall 
be payable before any dividend shall be paid or set apart for payment 
on the Common Shares. Whenever cumulative dividends upon the 
Preferred Shares shall have been paid in full and the instalment for the 
current quarterly dividend period shall have been declared and paid 
or a sum sufficient for the payment thereof shall have been set apart, 
and the requirements hereinafter set forth in subdivision (c) of this 
paragraph 3, shall have been met or provided for, the Trustees may declare 
and pay dividends on the Common Shares. The Trustees shall never 
declare or pay dividends on any Preferred Shares of one series without 
at the same time declaring and paying dividends on all Preferred Shares 
of every series then issued and outstanding in proportion to the dividend 
rate prescribed by the Trustees for each such series of Preferred 
Shares. 

(b) In the event of any liquidation, dissolution or winding up (whether 
voluntary or involuntary) of this trust, before any amount shall be paid 
to or any assets distributed among the holders of the Common Shares, 
the holders of the Preferred Shares shall be entitled to receive, either in 
cash or in property or both, in the discretion of the Trustees, an amount 
equivalent in value to the par value of each such share, and an amount 
which, together with the aggregate of the dividends theretofore paid 
thereon, will equal that per cent. per annum on the par value of each 
share from June I, 1923 (or in case of shares issued subsequent to June 1, 
1923, from the date of issuance thereof), to the date of such liquidation, 
dissolution or winding up, as shall have been prescribed by the Trustees 
as the rate per annum of dividends payable with respect to each series 
of Preferred Shares, respectively. After such payment in full to the 
holders of the Preferred Shares, the holders of the Common Shares shall 
be entitled to receive the remaining assets and funds of the trust in pro- 
portion to the number of shares held by them, respectively. In case, on 
any such liquidation, dissolution or winding up, the assets and funds of the 
trust shall be insufficient to make such payment in full to the holders 
of the Preferred Shares, the holders of Preferred Shares of each series 
shall be entitled to share equally in such payment until they shall have 
received the par value of their shares, and thereafter to share in proportion 
to the dividend rate prescribed by the Trustees for each such series of 
Preferred Shares until they shall have received such payment in full. 

(c) When all cumulative dividends then payable as herein provided 
upon the Preferred Shares shall have been paid, the Trustees, on the first 
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day of September, 1923, and on each Preferred share dividend payment 
date thereafter when required as hereinafter provided, shall set aside 
on the ‘books of the trust an amount equal to twelve and one-half per 
cent (12%%) of the net earnings of the trust (as hereinafter defined) 
for the three months period then ended, after having first deducted from 
such net earnings all dividends paid or set aside for payment on the 
Preferred Shares and all funds and securities set aside or reserved for 
the benefit of bondholders in conformity with paragraph 5 of ARTICLE V 
hereof during such period. Such amounts shall be so set aside by the 
Trustees only until the aggregate thereof shall be sufficient to pay cumu- 
lative dividends as herein provided for a period of not less than ten (10) 
years upon all Preferred Shares then outstanding, and thereafter only 
the proportion of such amounts, if any, necessary in order that the 
total fund so established shall be sufficient so to pay such cumulative 
dividends for a period of not less than ten (10) years upon all Preferred 
Shares at the time outstanding. 

The net earnings of the trust for all purposes whatsoever under this 
Amended Declaration of Trust shall be calculated for any period by 
deducting from the net operating income of the trust for such period (1) 
all taxes, (2) all interest on obligations of the trust and (3) depreciation. 

(d) So long as dividends at the rate per annum prescribed by the 
Trustees for each series of Preferred Shares, respectively, shall be paid 
thereon as herein provided, the holders of the Preferred Shares shall not 
be entitled to vote for the election of Trustees nor, except as otherwise 
herein specifically provided, shall any voting power whatever on any 
question be vested in the holders of the Preferred Shares; but in the 
event that dividends on the Preferred Shares at said rate per annum 
shall not be paid during any calendar year and such default shall not 
have been made good during the next ensuing calendar year, then and 
in such event the holders of the Preferred Shares, until such default 
shall have been cured, but no longer, shall have and may exercise full 
voting rights upon such shares held by them to the same extent as if the 
foregoing limitations upon said rights had not been established. The 
holders of Preferred Shares, however, may vote upon any question sub- 
mitted to the shareholders, provided that they shall have been requested 
so to do by the Trustees. 

(e) All, but (except as herein in sub-division (f) of this paragraph 3 
provided) not less than all, of the Preferred Shares at any time outstanding 
shall be subject to redemption at the option of the Trustees at the price 
for each share of One Hundred Dollars ($100.) plus the redemption 
premium prescribed by the Trustees for each series of Preferred Shares, 
respectively, and an amount which, together with the aggregate of the 
dividends theretofore paid thereon, will equal that per cent. per annum 
on the par value of each share from June 1, 1923 (or in case of shares 
issued subsequent to June 1, 1923, from the date of issuance thereof), 
to the date of such redemption, as shall have been prescribed by the 


Trustees as the rate per annum of dividends payable with respect to 
each series of Preferred Shares, respectively. Such price is hereinafter 
referred to as the redemption price of the Preferred Shares. Such redemp- 
tion shall be effected and notice thereof given as the Trustees may 
determine. 

(f) Whenever cumulative dividends upon the Preferred Shares for 
all prior years shall have been paid and a sum sufficient for the payment 
of the current quarterly dividend shall have been set apart and dividends 
at the rate of not less than Five Dollars ($5.) per share shall have been 
paid on the Common Shares during the next preceding twelve months, 
and the requirements hereinabove set forth in sub-division (c) of this 
paragraph 3, shall have been met or provided for, but not otherwise, 
the Trustees in their discretion may retire any or all of the Preferred 
Shares of any or all series then outstanding. Such retirement shall be 
effected, in the discretion of the Trustees, either (1) through the purchase 
of such shares of any series at the lowest price obtainable, in no event 
exceeding the redemption price of the shares so purchased or (2) through 
redemption of such shares. If less than all the shares of any one series 
are to be retired, the shares so to be redeemed shall be selected by the 
Trustees by lot among all of the Preferred Shares of any or all series 
then outstanding. The Trustees having determined the shares so be to 
redeemed shall give written notice at least ten (10) days before the date 
of payment specified in such notice to each holder of such shares at his 
registered address, and from and after the date of payment specified in 
such notice (unless default shall be made in redemption thereof) all rights 
of the holders of such shares to participate in the earnings, in the assets 
or otherwise in the trust shall cease, and the rights of the holders of such 
shares shall be limited thereafter to the receipt of the redemption price 
thereof. All Preferred Shares so redeemed shall be cancelled and retired. 

(g) The Trustees, from time to time, but only in conformity with 
the foregoing provisions of this ARTICLE III, may declare and pay divi- 
dends on the Preferred and Common Shares, but the declaration, amount 
and payment of each such dividend shall be wholly within the discretion 
of the Trustees. The Trustees may declare and pay dividends on the 
Preferred Shares out of the reserve set aside in accordance with sub- 
division (e) of this paragraph 3, only in case there shall then be no other 
net earnings or surplus of the trust available for such purpose; but in no 
event shall a dividend on the Common Shares be declared or paid out of 
such reserves. 

(h) No amendment to or alteration of this Declaration of Trust 
which shall authorize the issuance of additional Preferred Shares of any 
class having preferences prior to or concurrent with the preferences of 
the Preferred Shares herein authorized or which shall effect any change 
in the preferences or rights of the holders of the Preferred Shares herein 
authorized, shall be effective unless consented to by the holders of at least 
two-thirds in number of the Preferred Shares and two-thirds in number 
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of the Common Shares then outstanding. The consent of such share- 
holders shall be evidenced either (1) by an instrument or instruments in 
writing filed with the Trustees or (2) by a vote of the shareholders given 
at a meeting thereof. 


4. The Trustees may issue, sell and dispose of the Preferred Shares herein 
authorized, or any of them, at such times and to such persons as they shall 
deem advisable; provided that the Trustees shall receive in consideration 
therefor at least the par value of such shares. The Trustees may issue, sell and 
dispose of the Common Shares herein authorized, or any of them, in such 
manner, by way of stock dividend or otherwise, for such consideration, at 
such times and to such persons as they shall deem advisable. 

5. The certificates of ownership of the Preferred Shares and Common 
Shares shall be, respectively, in substantially the form of the form of certifi- 
cates annexed hereto and marked ‘Exhibit A” and ‘Exhibit B.” Such 
certificates shall be executed on behalf of the trust by the President or a Vice- 
President and by the Secretary or an Assistant Secretary or the Treasurer or 
an Assistant Treasurer, or by such other officers or representatives of the 
trust as the Trustees may from time to time designate. The Trustees may 
make such rules and regulations as they may deem expedient concerning the 
issuance, transfer and registration of certificates representing shares and 
may appoint transfer agents or registrars of transfers, or both and may 
require such certificates representing shares to bear the signature of either 
of them or both. 

6. Shares shall evidence only the rights specifically set forth in this instru- 
ment. The death of a shareholder or Trustee during the continuance of this 
trust shall not operate to determine the trust, nor shall it entitle the legal 
representatives of the deceased shareholder to an accounting, or to take any 
action in the courts or elsewhere against the Trustees, but the executors, 
administrators or assigns of any deceased shareholder shall succeed to the 
rights of such decedent under this trust. The ownership of shares hereunder 
shall not entitle the shareholder to any title in or to the trust property what- 
soever, or right to call for partition or division thereof, or for an accounting. 
It is hereby expressly declared and agreed that a trust, and not a partnership, 
association or enterprise for the joint account of the shareholders, is created 
by this instrument, and the shareholders are cestuis que trustent and hold no 
other relation to the Trustees than those of cestuis que trustent with only such 
rights as are conferred upon them as such cestuis que trustent hereunder. 


ARTICLE IV 


1. The business of the trust shall be limited in nature to the investment 
and reinvestment of capital. The Trustees shall not use the funds of this 
trust in connection with nor engage the trust in any enterprise involving 
promotion, business management or underwriting. 

2. Upon receipt by them, from time to time, of monies from any source 
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for the account of the trust, the Trustees as soon thereafter as they may 
deem practicable and desirable shall invest in marketable securities all of 
such funds then available for investment. No securities shall be purchased 
by or on behalf of the trust which shall not be eligible for acquisition by the 
trust under the terms of the Rules and Regulations which shall be adopted 
by the Trustees; and no securities shall be purchased unless: 

(a) Reliable information shall be obtainable with respect to the 
history, management, assets, earnings and income of the governmental 
authority, corporation or organization issuing such securities; 

(b) Unless the history of the nation or country in which such securities 
shall have originated shows financial stability and recognition of private 
property rights; and 

(c) The governmental authority, corporation or organization issuing 
such securities shall have been established for a period of at least four 
(4) years. 

The trust shall not purchase or otherwise acquire any of its Common 
Shares, nor shall it purchase or otherwise acquire any of its Preferred Shares 
or any of its bonds or other evidences of indebtedness except for the purpose 
of retirement and cancellation. 

3. In selecting securities for purchase in accordance with the foregoing 
restrictions the Trustees shall exercise their own discretion and shall be 
entitled to rely upon information believed by them to be reliable, and in no 
event shall they be liable or responsible in any manner to anyone for so doing. 

4. Of the total funds of the trust invested and available for investment 
by the Trustees, not more than seventy per cent. (70%) may be invested at 
any one time in securities originating in the United States of America, not 
more than fifty-five per cent. (55%) may be invested at any one time in 
securities originating in England, and not more than thirty-five per cent. 
(35%) may be invested at any one time in securities originating in any other 
nation or country. Not more than ten per cent. (10%) of the total funds 
which may be so invested in securities originating in any one country may be 
invested in securities representing any one distinct class of business or industry. 
So long as the total funds of the trust invested or available for investment 
shall be less than One Hundred Thousand Dollars ($100,000), not more than 
five per cent. (5%) of the total funds which may be so invested in securities 
originating in any one country may be invested in any one such security; 
when such total available funds shall amount to One Hundred Thousand 
Dollars ($100,000), but shall be less than One Million Dollars ($1,000,000), 
not more than three per cent. (3%) of the total funds which may be so invested 
in securities originating in any one country may be invested in any one 
security; and when such total available funds shall amount to One Million 
Dollars ($1,000,000) or over, not more than one and three-fourths per cent. 
(134%) of the total funds which may be so invested in securities originating 
in any one country may be invested in any one such security other than 
governmental securities. The trust shall never purchase or hold a majority 
in interest of any one issue of securities. 
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5. From time to time, the Trustees shall sell and dispose of all securities 
within one (1) year after they shall have ascertained that such securities 
would not then be eligible for purchase by them hereunder. The Trustees, 
in their discretion, at any time and from time to time, may sell and dispose 
of any securities belonging to the trust, and may invest and reinvest in accord- 
ance herewith the proceeds received therefrom. 

6. From time to time, as soon after the acquisition thereof as may be 
practicable, the Trustees shall deposit for safekeeping with one or more 
banks, trust companies or other financial institutions to be selected by them, 
all securities held by the trust and not otherwise deposited or pledged as 
security for the payment of obligations of the trust. The Trustees, from time 
to time, may withdraw any or all of the securities so deposited for the purpose 
of selling or disposing thereof or for the purpose of depositing or pledging 
the same as security for the payment of obligations of the trust. The institu- 
tions which may be so selected as depositaries by the Trustees shall be fully 
protected in acting in accordance with the directions of the Trustees and 
shall in no event be liable for the proper application of the securities so with- 
drawn from deposit or the proceeds thereof. 

7. The Trustees in their discretion may lend monies belonging to the 
trust, but only in case the repayment thereof shall have been secured by a 
valid pledge or other hypothecation of securities, at the time eligible for 
acquisition by the Trustees hereunder, or of bonds or other evidences of 
indebtedness which shall have been issued by the trust. No such loan shall 
be made in an amount exceeding eighty-five per cent. (85%) of the then 
market value of such securities or such bonds or other evidences of indebted- 
ness so pledged or hypothecated. In order to realize upon collateral so pledged 
or hypothecated, the Trustees may bid in and purchase any such securities, 
bonds, or other evidences of indebtedness at a price not exceeding the amount 
loaned thereon together with unpaid interest, if any. 


ARTICLE V 


1. The Trustees shall have and may exercise, subject only to the specific 
limitations in this ARTICLE V contained, full power and authority to create, 
issue, sell and dispose of bonds, debentures, notes and other evidences of 
indebtedness of the trust (hereinafter called the Obligations), to define all 
terms and conditions with respect thereto and to secure the payment of the 
principal of and interest on any of the Obligations with the assets, funds, and 
property of the trust, or any part thereof, to the same extent and with the 
same force and effect as if each and every act and thing done or suffered to 
be done by or under the direction of the Trustees in connection therewith 
had been authorized, approved and consented to by the holders at the time 
of all the Preferred and Common shares of the trust then issued and outstand- 
ing. The Trustees may create, authorize, issue, secure, sell and dispose of 
the Obligations, or any of them, at any time and from time to time, whenever 
they may deem it to be advisable. All monies received by the trust from the 
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sale of the Obligations shall be considered funds available for investment 
within the meaning of ARTICLE IV hereof. 

2. The principal amount of all of the Obligations at any one time out- 
standing shall not exceed Forty Million Dollars ($40,000,000). No Obligation 
shall be issued unless at the time of the issuance thereof the value of the cash 
and securities (taken at the net cost price thereof) held by the Trustees here- 
under shall exceed the aggregate amount of all indebtedness of the Trustees 
hereunder (except that represented by the principal amount of the Obligations) 
by an amount equal at least to one hundred eighty per cent. (180%) of the 
aggregate principal amount of such Obligation and all other Obligations at 
the time issued and outstanding. 

3. Each Obligation shall be a direct obligation of the trust and shall bind 
the trust, to the full extent of its assets, funds and property, to the repayment 
thereof in accordance with the tenor and purport of such Obligation. The 
holder of any such Obligation shall look only to the assets, funds and property 
of the trust for the payment thereof and neither the Trustees nor the share- 
holders shall be personally liable therefor in any manner whatsoever. No 
Obligation shall be issued which shall not contain on the face thereof a notation 
expressly stipulating that neither the Trustees nor the shareholders shall 
be held to any personal liability whatsoever under or by reason of such 
Obligation. 

4. The Trustees may secure the payment of the principal of and interest 
on any or all of the Obligations from time to time outstanding by creating, 
or agreeing to create, a specific lien or charge, in favor of the holders thereof, 
upon all or any part of the assets, funds, securities and property of the trust 
and may provide for the adequate and expeditious enforcement of such lien 
or charge by or on behalf of such holders in the event of a default in the per- 
formance of any promise or covenant made or undertaken by the Trustees 
to or with such holders or any person or corporation on their behalf. The 
Trustees may transfer legal title to any or all cash and securities at any time 
and from time to time held by the trust, to any person or corporation but 
in trust only so to secure the Obligations or may themselves receive such cash 
and securities from the trust at any time and from time to time and may 
hold legal title thereto, apart from their duties as Trustees hereunder and as 
trustees of an express trust, im trust so to secure the Obligations. Neither the 
Trustees, nor any person or corporation, shall hold such cash and securities 
in trust except upon condition that the Trustees, acting hereunder, shall have 
and may exercise at all times, except during the continuance of an event of 
default with respect to the Obligations, the absolute right to withdraw there- 
from any such cash or securities for any reason so long as any such withdrawal 
shall not reduce the value of the cash and securities remaining therewith at 
the time below the minimum value, if any, prescribed therefor by the Trustees. 

5. The Trustees shall make no covenant or agreement in any way re- 


specting the Obligations. 


(1) Which may require the trust at any time or from time to time 
to set aside or reserve for any purpose cash or securities (taken at their 
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then market value) in an amount in excess of twenty per cent. (20%) 
of the prior net earnings of the trust; 

(2) Which may require that the securities so held in trust shall have 
been purchased by the Trustees as hereinbefore in ARTICLE IV provided; 

(3) Which may require that the minimum value of the cash and 
securities (taken at their then market value) so held in trust shall at any 
time be greater than one hundred fifteen per cent. (115%) of the principal 
amount of all of the Obligations secured thereby at the time issued and 
outstanding; 

(4) Which may require the doing, or suffering to be done, of any act 
or thing which may be contrary, either expressly or by clear and necessary 
implication, to any of the terms of this Amended Declaration of Trust. 


6. The provisions and limitations in this ARTICLE V expressed shall not 
be construed as limiting or defining the right and authority of the Trustees 
generally to borrow money and negotiate loans for the trust from banks, 
bankers or others in connection with which no public offering or subscription 
is intended. 


ARTICLE VI 


1. The Trustees shall have no power to bind the shareholders personally 
by any act, neglect or default and all shareholders, bondholders and all 
persons or corporations extending credit to, contracting with, or having any 
claim against the Trustees shall look only to the assets, funds and property 
of the trust for payment of such contract or claim or for any indemnity or 
for the payment of any debt, damage, judgment or decree or of any money 
that may otherwise become due or payable from the Trustees, so that neither 
the Trustees nor the shareholders shall be personally liable therefor. 

2. In every bond, note, contract or other agreement for the payment of 
money borrowed it shall be the duty of the Trustees or other officers or agents 
of the trust expressly to stipulate that neither the Trustees nor the share- 
holders shall be held to any personal liability whatsoever under or by reason 
of such bond, note, contract or other agreement. The like expressed stipula- 
tion shall be embodied in other agreements whenever the Trustees in their 
discretion so determine. 

3. The Trustees shall not be liable for errors of judgment in acquiring, 
holding or disposing of property or otherwise in conducting the business of 
the trust, or for any loss arising out of any investment, nor for any act or 
omission to act performed or omitted by them in the execution of this trust 
in good faith. Nor shall they be liable for the acts or omissions of each other 
nor of any officer, agent or servant appointed by or acting for them. 


ARTICLE VII 


1. This trust shall continue for the term of twenty-one (21) years after 
the death of the last survivor of . . . .at which time the then Trustees 
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shall proceed to wind up its affairs, liquidate its assets, and distribute the 
same as hereinbefore provided among the holders of shares hereunder accord- 
ing to their respective rights. For the purpose of winding up the affairs and 
of liquidating the assets of the trust, the then Trustees shall continue in office 
until such duties shall have been fully performed. 

2. This Amended Declaration of Trust may be amended or altered (except 
as regards the liabilities of the Trustees and the shareholders, except as 
regards the provisions of paragraph 10 of ARTICLE I and of ARTICLE V hereof, 
and except as hereinbefore provided in sub-paragraph (h) of paragraph 3 of 
ARTICLE IIT) by the consent of the holders of at least two-thirds (2/3) in 
number of the shares then issued and outstanding and entitled to vote. The 
consent of such shareholders shall be evidenced either by an instrument or 
instruments in writing filed with the Trustees, or by a vote of the shareholders 
given at a meeting thereof. 


ARTICLE VIII 


1. This instrument is executed in five (5) original counterparts, each of 
which shall be deemed an original hereof. The acceptance of certificates of 
shares issued hereunder shall constitute the holders thereof parties to this 
agreement with the same force and effect as if they had signed their names 
and affixed their seals hereto. 

2. This instrument is executed in the Commonwealth of Massachussets 
and with respect to the laws thereof; and the rights of all parties and the 
construction and effect of each and every provision hereof shall be construed 
according to the laws of said state. 

3. The original of this instrument shall be filed with International Trust 
Company, of Boston, Massachusetts, but the Trustees shall have power at 
any time to change or add to such depositary. 

In Witness Whereof, said Trustees. . . «hereinbefore mentioned have 
hereunto subscribed their names and affixed their seals in token of their 
acceptance of the trust hereinbefore mentioned, for themselves and their 
successors, the day and year first above written. 


Exurisit “A” 
INTERNATIONAL SECURITIES TRUST OF AMERICA 
Preferred Shares 
Par Value $100 


ING His een atlas Geriom rien gmt chine Sete rh ay) lab aces) ovavvane Shares 

ars CUR TINTS EAT icici sep tetar al ekaloicke eiclislishays slade aeysiehe vey salapeew ie 
TORT RO LOWIIER 4 Ole Chit 5 tian ieee ee tone reper oie's fully paid and non- 
assessable Preferred Shares Series...........----22-+-55 of INTERNATIONAL 


Securities TRUST oF AMERICA (hereinafter called the Company), of the par 
value of $100 each, transferable only on the books of the Company in person 
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or by attorney, upon surrender of this certificate properly endorsed. This 
certificate is issued subject to an Amended Declaration of Trust dated May 
25,/1023.(8 COpy Ol Which ss Onktle With... Wal. «smo. aiteyeevntaiare ), to which 
reference is hereby made with the same effect as if herein set forth in full, 
and to all of the terms and conditions of which the owner of this certificate by 
accepting the same expressly assents. The Preferred and Common shares of 
the Company are entitled respectively to the preferences and are subject to 
the terms and conditions as to voting power and otherwise, and to the restric- 
tions and qualifications fixed by said Amended Declaration of Trust, the clauses 
of which authorizing the issuance of shares so preferred and limited are printed 
on the reverse side hereof and by reference incorporated herein. 

IN WITNESS WHEREOF the duly authorized officers of INTERNATIONAL 
SECURITIES TRUST OF AMERICA have hereunto subscribed their names and 
caused the seal of Company to be hereunto affixed this............ day of 


i ee 


ExXBrEiry Be 
INTERNATIONAL SECURITIES TRUST OF AMERICA 


Common Shares 
No Par Value 


OSs CERTIBSES UTEUAT Sra cc. cle celles cine is the owner of: 3... .2.0\ses fully 
paid and non-assessable Common Shares of INTERNATIONAL SECURITIES 
Trust OF AMERICA (hereinafter called the Company), without nominal or 
par value, transferable only on the books of the Company in person or by 
attorney, upon surrender of this certificate properly endorsed. This certificate 
is issued subject to an Amended Declaration of Trust dated May 25, 1923 
(ApCODY. Che WwiUuCtmicnOn:. tle! Willis ss. ck ates 4 cress eons ), to which 
reference is hereby made with the same effect as if herein set forth in full, 
and to all of the terms and conditions of which the owner of this certificate 
by accepting the same expressly assents. The Preferred and Common shares 
of the Company are entitled respectively to the preferences and are subject 
to the terms and conditions as to voting power and otherwise, and to the 
restrictions and qualifications fixed by said Amended Declarations of Trust, 
the clauses of which authorizing the issuance of shares so preferred and limited 
are printed on the reverse side hereof and by reference incorporated herein. 

IN WITNESS WHEREOF the duly authorized officers of INTERNATIONAL 
SECURITIES TRUST OF AMERICA have hereunto subscribed their names and 
caused the seal of the Company to be hereunto affixed this.......... day of 
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SECTION I 


BALANCE SHEET AND INcoME ACCOUNT oF THE 
INTERNATIONAL SECURITIES TRUST OF AMERICA 


INTERNATIONAL SECURITIES TRUST OF AMERICA 


BALANCE SHEET 


November 30, 1925 


ASSETS: 


InvesTMENTS aT Cost—Srocks anp Bonns: } 
Pledged with trustee for secured gold bonds. $2,948,801. 21 


Less—Sold but not delivered............. 181,590.43 $2,767,210.78 
ee RIEU SOG oe sence 5 oro ice els co ate ecoh oP Tecan Tg a's ae I,420,225.35 


Bonp INTEREST RESERVE FUND: 


Securities pledged with trustee, at cost................0-. $ 6,601.50 
Cash pleaved with, HUuSbee! <2 :/<.6 0 ae ccoreisistervie sig bs oore ele enue 18,785.38 


Cash PLEDGED WitH TRUSTEE FoR SECURED Gotp Bonbs............. 


Orner Cash Deposits: 


WWiele Fiscal APCH is. cans «nearer gate he an Ee $ 202,316.31 

W With doreien Danks). 5. scr <2s.steeweitne vac clelyslciqnene’ss 7751237 -03 
With domestic banks to meet Beceiben I, 1925, dividends 

VIG WEEK ESE ois a o.0 <0) pisioiainterclaleisielips ei pes vunke a lala ate e)oitis S's ore 152,428.45 

ACCHURDMNTEREST RECEIVABLE 5 i270;, csc g ciojsie acre sin ricle Sielwie eceieie ae s 2°41 ele .0lsie/ silos 


* These assets are held by and in the name of the fiscal agent, the American 
Founders Trust, or their nominees. 
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$4,187,436.13 


25,386.88 


I, 408,571.53 


I, 129,981.79 


68,271.48 


$6, 819,647.81 
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LIABILITIES: 
SHARE CAPITAL: 


Cumulative Preferred: 
Authorized—250,000 shares, par $100... $25,000,000.00 


—————— 

Issued and outstanding— 
1,077 shares, Series A7%..........- $ 107,700.00 
907 shares, Series B6%........... 90,700.00 


20,266 shares, Series C 614%..........- 2,026,600.00 $2,225,000.00 


Common: 


Authorized—1,500,000 shares no par value 
Essued—-36,224 Shares. 2 on. oe «circ si ooo a wreis-a/elele sine 1, 150,387.43 


$3,375,387-43 
SECURED 6% SERIAL GoLp Bonps: 


Series A—maturing June I, 19028. ........cccececeeeccees $ 172,000.00 
Series, B—maturing Jlime f, 1933... ..cc<cc.ncseesedeecnns 2,243,500.00 
Series C—maturing June 1, 1943. ......-.2ccceseecccess- 584, 500.00 


3,000,000,00 


Current Liasrmiries: 


Bond interest—payable December 1, 19025..........-.+--- $ 90,480.00 
Preferred dividends— Gas" | caktte decnromeies 31,286.76 
Common dividends— dor cp cases Pansies 30,661.69 
wins tO Loreleet HADES.) cre anion iste wicca od vinisidieiere ese Uda mene 97,949.99 
Receral income CORES 4 wis, «) S10: <ic-c/<seicleum © aro. sfalevereieleraisiomeley ares 33,600.53 
283,960.97 
SURPLUS: 
Appropriated: 
Bond interest TSerVe 6 o.oo pc vce esis wares cle $40,500.91 
Preferred dividend reserve...............4- 28,361.50 $ 77,961.41 
Unappropriated: 
Premium on preferred stock sold........... $ 1,892.50 
Undivided Drontss. cvs ce <a cv sivas sivalciesis 80,436.50 82,320.00 
160, 200.41 


$6, 819,647.81 


[On November 30, 1925, the Fiscal Agent had earned options to purchase during a period 
of years a total of 75,019.9 1/3 common shares at $11 1/9 per share, as reimbursement for 
services rendered and expenditures made by the Fiscal Agent in assuming management ex- 
penses, operating expenses (except only interest, taxes and Trustees’ fees), and all sales cost 
of International Securities Trust of America. Under contract, the exercise of these options 
is restricted to the issuance of not more than 10% of the total common shares outstanding 
in each year to April 1, 1931; and not more than 1214% each year thereafter.] 
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INTERNATIONAL SECURITIES TRUST OF AMERICA 
Income Account 


For the Year Ended 
November 30, 1925 


379 


Income: 
Pnitereat Cn trvaclends ec cece ioc s GRE amie es eis bre iesiwie deb obe tala $325,404.06 
Ua a SOREN (SS GY SNE Tr ns EMER ESC Att SRG, 4 105,951.61 
CRON oT A eh SORE ty Ae Shee! 2 oe LO 2 es a $431,355.67 
Deduct: 
[ELE hao Se ea a ge Ce Dass he ge ae ee $07,024.08 
PLA Res PAW OL MCCTUEES = ©, Act’ « clang SIE ES Aiiic in eke AE, O35 13x 
Management expense including adjustments for prior periods... .. 15,053.76 
153,114.05 
NEE meonte NElOre APPLOPLstiOLS, o.)</..0.¢cesie= Nae meio te eo oe dara Siciesain/oeea meee $278, 241.62 
Deduct: 
Appropriated for bond interest reserve........22eeececeeeceeces $41,787.24 
Elercere cic vigends al, ec Ge sk tei Melon oe sinters aes cieceet 48,593.95 
90,381.19 
$187,860.43 
Deduct —Appropriated for preferred dividend reserve............0..000eeeeeee 22,868.24 
Balance transferred to undivided profits.............cceeeeeececeeees $164,992.19 
UNDIVIDED PROFITS 
Balauce at NOVEMIDEr :20,- O24 <2. ej2 ¢ oe seimiaeeOeAT Ne ss Dae ere oes ene BAGS $ 7,207.90 
Add—Progt for the year per QbOoves cc <)cc.ac sees dno isles staue os s Hepes sates secs 164,992.19 
$172,200.09 
Wed uci Onin on. Gi VIG ENS Palas oie io) anvers cone a) sists Gre wie bree lejanes evelars Gylimereie siateloere 91,763.50 
Per balance Sheet: aocan celeste Ne tore was ordeindin ine laa n Amaro ele $ 80,436.50 


INTERNATIONAL SECURITIES TRUST OF AMERICA 
CAPITAL OUTSTANDING AND ESTIMATED SURPLUS 


At March 1, 1926 
6% Secured Gold Bonds: 


Series A UME Ls, LOSS is, < eeaivissorete,arale = ey atererbem oy alahal stele iotetarelatotor $ 172,000.00 
AB Cee ne Sa doser nie aula moduCdano Oana paar 3,980,000.00 
SMMC tIAC LS PEOAS cy ata ia eee cto eens siete ane ol ateleeisisi bernie ts 848,000.00 


Preferred Shares: 


Sais ly WW Anais: ape eabacoounne coc ogtp ta dcuooceic bun an $ 107,700.00 
MESSMO ietray avert cinch ie ieresat a stele. Moin ete ote tate ae Te(ore eis ies) sye) 90, 700.00 
Ci TOAGA AS € Som rena vb Cupane ONeOd or ac00D an SeeeOBOS 3,226,600.00 
Common Shares (43,725 Shares no par value). .......+seeeeeenencerceceseeeees 
Total Capital Paid In...........20sccncecceecer er se ee eses er sesscecs 

Surplus and Reserves: 
Premium on Preferred Shares. .......--.ssvcssceeccsecsees $ 8,892.50 
Surplus and Reserves (Estimated).........--++seseeeeeeres 238,000.00 
GR d 50 cdi OOD EIS ORR OTO CROCE DDO Zin On Orin On Oct OC ME Ros aD 


$ 5,000,000,00 


3,425 ,000,00 
I, 520,820.76 


$ 9,954,820.76 


246,892.50 


$10, 201,713.26 
jan aoe 
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SECTION 
REVENUE ACCOUNT AND BALANCE SHEET 
Trust Lrp., ONE OF THE STRONGEST OF 
THE INDUSTRIAL AND 
Dr. REVENUE ACCOUNT FOR THE 
“A” ACCOUNT “B” Account TorTaL 
£ 8 ode £ Ss. Ud. £ Bec 
To Interest on Debenture Stock, less 
AMCOMEREAR Fates Sree s ea leieve exe 45,685 0 1 25,226 “tds @ © 75,911 12 45 
“ Rent, Salaries, Office and General 
BixpenSes Aisin deb atloce suv lasiee 17,448 4 il = 17,448 4 il 
Pe DAEECLONS oF Sig. ais co-ciejelene-« on «ie.0.0 12,500" 3° 6 —_ 12,500 -@)°8 
¢. Stait-Pension undies... sc. cc:s-cieare 766, 11. 89 163 12 10 O30 4g 
Se Leal SEX DERSCS nse y dsiiiacis ss v0.6.0 2094-2. & _ 299 2 4 
PUP AUGILOES oF COS se lele yerweis ess v's c/o 525 Ona. — 575.) Oe 
“ Special Disbursements........... 566 16 4 15) 15° 6 582 af 
“ Fee to Trustees for Debenture 
Stockholders .v mc sine sieteis cine es 350 0 O _ 350 O O 
“ Dividend for the year on the 44 
per cent Cumulative Preference ed 
Stock, less Income Tax........ 38,362 10 O 5,231 5 (Ow 43-503 515-. Ogee 
119,503 5 5 4 
Of which charged against “B” a 
VACCOUNME Stato leaialciepsisi Maisiecicb ors 3,474 0 10 3,474 0.10 _ a 
116,029 4 7 ra 
“ Balance carried to Appropriation g 
ACCOUNE «cca csisitintess se totees _ 212,565 19° 23° “212,565 52941 
£116,029 4 7 £246,677 7 11 £362,706 12 6 
Dr. REVENUE APPROPRIATION 


To Amount reserved in respect of Taxation 


“ 


Amount applied to extinguish Debenture Stock Rebate 


Interim Dividend at 5 per cent (less Income Tax) on 
the Ordinary Stock for the half-year to 30th Sep- 
tember, 1924, paid 1st November, 1924........... 

Proposed Final Dividend at 9 per cent (less Income 
Tax) on the Ordinary Stock for the half-year to 
31st March, 1925, making 14 per cent for the year . 

Balance GarriedtOnward von. savior ne ks vin es cis wea yb 


2,000 
49,485 
25,000 


48,437 


87,187 10 0 
37,563 5 3 
124,750 


£249,673 


0 


0 
0 


10 


15 


5 


d. 
0 


3 


3 
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II 


OF THE INDUSTRIAL AND GENERAL 
THE LONDON INVESTMENT TRUSTS 


GENERAL Trust, LimItTep 


YEAR TO 31ST Marcu, 1925 Cr 
“A” AccouNT “B” Account 
Income not Income subjected 
subjected to to or exempt from Tora. 
Corporation Corporation 
Profits Profits 
Tax at source Tax at source 


£ s.°-d. £ s=rd: 5 Sit Os 
By Dividends, Interest and other Income 
received during the year, less Income 


SERS eM ea a ee See en ek Cen te 115,673> 5 246,677 4 F211 1e 362,550 ise 0) 
“ ‘Transfer and other Fees............. 155 19 6 _ 155 319-9316 
£116,029 4 7 £246,671 = 7 11 £362,106) 12) 6 

ACCOUNT Cr, 
£ ees £ Se 


By Revenue Account— 
Balance for the year to 31st March, 1925, before providing 
for the dividend on the 4% per cent Cumulative Pref- 


EROHCEL SHOCK: Kan Seis cid cies ainvetare nits lerareramistats Rie ges o10'« 256,159 14 11 
Deduct—Dividend on the Preference Stock as shown 
above, less Income. Lax... .-.. «s/s sre eislemstaiepleiaiew oles 43,593 1515 10 
——_——————._ 212,565 19 il 


SPBalance dons ASE VEAL sarcac visscn cee + siediebiew we neers ele 37 107. 5) 4 


£249,673 5 3 


a 
me 
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Tue INDUSTRIAL AND 


Dr. BALANCE SHEET, 
£ sa 
To CapitaL AUTHORIZED AND IssUED:— 
43% per cent Cumulative Preference Stock......... £1,250,000 O O 
Ordinary Stock sorter saints Seartele sale oie a.eraie so Saye 1,250,000 0O O 
—_—_—_—____——— 2,500,000 0 O 
“ Debenture Stock Issued— 
334 per cent Debenture Stock..............200005 £925,434 70" 36. 
4 per cent Debenture Stock......5.......0.00000- 1,574,566 0 O 
———————_ 2,500,000 O 0 
“ Interest accrued on Debenture Stock, less Income Tax.............-...-- 27,844 5 11 
“ Reserve Funds— 
BOA Bund) civate sas 08 Tate heb Hee Ava etn aRanae £ 250,000 0 O 
SesES CEE EC EOM RAPPER Yt Sin eyiyole +o: ef tie eee sicis\ateie nelianere 450,000 0 O 
 — 700,000 O 0O 
aa Cans ODL SECUrItIES ANGs DEDOSIES) <0 0 oc. semiew @ dis sian dls. cstimie mise sisio sspears 100,000 0 0O 
emRorchises tor: b utire Settlement 2.2...  sl.is'«.o.«07ein a vie. « © aletad eiays-cjewpsjerntanahs 45.512 157 G8 
“Sundry: Creditorg.and ‘Credit Balances. ¢. s.r. ss ceesspecactacsvecessass 32,394 1 11 
“7 Unclaimed Interest:and: Dividends. sas. olson «a soe stone eas alasjsestseaeleres 74h. "40 85 
“ Dividend for the half-year to 3ist March, 1925, on the 434 per cent Cumu- 
lative Preference Stock, less Income Tax. <0... <.cc.enevescceceseceenee 21,796 17 6 
“ Revenue Account— 
Balance brought forward from last year........... £ 32,107 25. 24 
Balance for the year to 31st 
March) 192500... he cates.su £256,159 14 11 


Deduct—Dividend on the Pref- 

erence Stock, less Income 
MDE R aerate trate save ors, oro tee acs 43,593 15 0 
as 212,565 19 11 


£ $249,673, «5° 13 
Less—Amount reserved in re- 


spect of Taxation.......... £ 2,000. 0 0 
Amount applied to extinguish 

Debenture Stock Rebate and 

Expenses Account......... 49,485 0 0O 


Transfer to““B” Reserve Fund 25,000 0 0 
Interim Dividend on the Or- 

dinary Stock, paid 1st No- 

Wem Der 192 ET va cate ec sire 48,437 10 0O 

—_—_—___—_ 124,922 10 0O 

——————_ 124,750 15 °3 
Notr.—The Trust is contingently liable for £148,934 7s. 

6d. in respect of Securities held, not fully paid up, and 

for a sum estimated not to exceed £54,000 in respect of 

other business. 


£6,053,039 17 8 
Ole ee eee 
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GENERAL Trust, LIMITED 


31st Marcu, 1925 Cr. 
£ » d 
By Investments, including Reserve Fund Investments, at or under cost....... 5,944,879 19 6 
= Loans; Advances and Sundry Assets. icon k cc wee ncas se alee ns Seer ee ee ei $1,569 2 9 
“ Debenture Stock Rebate and Expenses Account......... £50,000 0 Q 
Deduct—Premium on Conversion of 
33% per cent Debenture 
ipek dase aceasta = 1515500. 0 
Transfer from Revenue 
ACCOURES ooh oseen see 49,485 0 0 
——————— 50,000 0 0 
Emaplcs tor Puture Oettlement. tonic ceiictis cece cs cele Gane: oe 'ocle nde ero eieeeees 4,352 16, 916 
* Sundry Debtors:and Debit Balances... <0i...6.605 oisis 606 sivis cies osiclesccisiess 3,403 13 5 
SP OMICE MILER ES ANC FE UEBIEUTE <oiaicis px 916 oleae sie Siniateave.c overs wie Gate ve eiaceieysie's os 5,000 0 O 
PONS Sher REM ETS er TN eer ate NS sae se ele in Fo ae ele wsierele emia lauia gts 43,834 5 6 


£6,053,039 17 8 
——— ee 


i 
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SECTION 
BALANCE SHEET AND PROFIT 
SociETE GENERALE 
BALANCE SHEET, 
ASSETS 
Non-realizable Assets: 
Buildingsiand Installation’... .<... >. ..+.+c-.<iesws sees ius Ze 520;452055 
ee AU LAX CUPES oo tal yoyo noun Saporaueie eta oranda aatarmeat ae I.00 
Goodwill........ spac Abd toasts bic agape a tapes ea, ore ae 1.00 
Organization Expenses. Eiuas stevens agora fon wae 8 caterer PARTE I.00 
Premium on Redemption of Bonds and Notes......... 832,500.00 
Businessiunder Advisement. -).:...<. «5 <> + 0.9 aiaeetie eee 589,257.85 
Repurchaseof Founders’ Shares. « - 4. .0.<2)< 2. ssl aeiex es 4,000,000.00 
Realizable Assets: 
Raw Material. . 2,107,044.30 
Stocks and Warehouses. . Meike Be ok I,124,650.32 
IVA TIOUS ELC OLOTS ney seiie <5 «bingo tele ctavcl sicie ehauw cute Gee mee State 25 676,930.03 
Work in Course of A Sa robes sco sch che Siesta eens Reale 23,600, 417.36 
Portfolio. . . Fr. 28,061,063.41 
Less: Shares unpaid for... Si 1, 888,125.00 26,172,038.41 
IPATECIDATIONS reais aca < scien ee « Fis saws eele sscee gree 15,804,942. 29 
Quick Assets: 
Cashiand Bank Deposits. <\j.sodsiass sea oe she ae tele 5, 431,537.53 
INCCQUTIES RECELVADIES Go clcis cys lelens x cnieucna ects eae secre annees 557,974.15 
PPXCrAOTU MAL YT RESOLVE tt <0 six ciova.s-wir.ait aici viege a iste kee peeirenakele 3, 700,000.00 


Fr. 111, 214,627. 


ProFIT AND Loss AS PER JUNE 30TH, 1924 


DEBIT 


General ex- 
penses and 
various 


Coupons on 
notesand 
bonds..... 


Profit for the 
fiscal year. . 


Fr. 10,743,686.63 


CREDIT 
Profit on 
construc- 
work and 
5,430,859.75 various 
matters. Fr. 16,906,998.01 


Less: 
1,493,037-50 Redemp- 
tion and 
various 


3,819,189.38 items... Fr. 6,163,311.38 Fr. 10,743,686.63 


Fr. 10,743,686.63 
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Il 


AND Loss ACCOUNT OF 
D’ENTREPRISES (Paris) 


JUNE 30, 1924 


LIABILITIES 
Capital ree eee cee aorta cee ea eae eee ce Sole ae oe Fr. 30,000,000.00 
Reserves: 
ee et ears 1,062,625.40 
General Reserve. . Ro Ee Cea So ae 3 a 1, 800,000.00 
Research Funds. . SSE 600,000.00 
Special Reserve Fund belonging t to Shareholders... ..... 309,501.49 
Premium on Issue of Shares.. Gite sis .estus aan kceteane 8 4,550,000.00 
Bonded Indebtedness: 
RU een vedb NOLES ictal ie barbie ease ee on 523,000.00 
6% pe toe INGLES ERE tc te eee ee reas 6,000, 000.00 
ee OLE EE ere ene ee ee) ee git ch ete IO0,000,000.00 
CAO BOTIGSs 0 hd Gute ies ota era at RE lacs ons, AE 7, 500,000.00 
Current: 
Diverse Accounts. . Soa Se oe 16,669, 445.04 
Enterprises in Course ‘of f Development . FE aS OE 4,951,437.04 
Accounts Payable. . Swe whith il cic pen eae eR 18, 983,348.70 
Coupons to be Paid. . Be Sc tt og 2 oo ee 746,080.74 
PeriraoeninaryaR ESErveuer~c< v< sh. < siete tele «salpla ns erate dn 3, 700,000.00 
ProlbanG 10561023124. cs: 22 se saleutee nc sia ss ects cere cle 3,819,189. 38 


Fr. 111, 214,627.79 
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Notes oN FEDERAL AND STATE TAXES FROM THE 
STANDPOINT OF THE Common LAW AND CORPORATE 
Forms oF INVESTMENT TRUST * 


The effect upon property and income of state and federal taxa- 
tion is of importance both to the investor and promoter, and should 
be taken into consideration when any business association is 
organized. Although the problems raised by state taxes are as 
great as (and in some states greater than) those which result from 
federal taxation, a discussion of state taxes, with the exception of 
inheritance taxes, will not be of sufficient general interest to be 
within the scope of this work. 

The first and probably the most important question to be 
determined is whether or not a ‘given organization is, within the 
meaning of the federal internal revenue laws, an association or a 
trust. 

Until recently, the Federal Treasury Department held that the 
distinction between an association and a trust lay in the degree of 
control which the cestui que trust or certificate holders exercised 
or had the right to exercise over the trustees.1 On May 12, 1924, 
the Supreme Court of the United States, in deciding four cases ? 
involving Massachusetts trusts, used the following language: 


We conclude, therefore, that ...as the petitioners are not merely 
trustees for collecting funds and paying them over, but are associated together 
in much the same manner as the directors in a corporation for the purpose 
of carrying on business enterprises, the trusts are to be deemed associations 


. . . ; this being true independently of the large measure of control exercised 
by the beneficiaries. 


As a result of the decision in Hecht v. Malley the Treasury 
Department now holds that the distinction between an association 
and a trust lies in the purpose of the organization. The latest 


* By Nathaniel B. Bergman, of the Tax Division of Lybrand, Ross Bros. and Montgomery. 
1See Montgomery, Income Tax Procedure, 1924, pp. 44-48. 
2 Hecht v. Malley, Howard v. Malley, Howard v. Casey, Crocker v. Malley, 265 U.S. 144, 
44 Sup. Ct. Rep. 462, C.S. L. Ed. 949. 
386 
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regulations with respect to income taxes and capital stock taxes 
follow: 

The trustees of a majority of investment trusts may, in their 
discretion, either accumulate income or distribute it. The Revenue 
Act of 1924 states that the tax imposed by Parts I and II of this 
title (Income Tax) shall apply to the income of estates or of any 
kind of property held in trust, including 


219. (a) (4) Income which, in the discretion of the fiduciary, may be 
either distributed to the beneficiaries or accumulated. 

219. (b) . . . The tax shall be computed upon the net income of the 

. . trust and shall be paid by the fiduciary. .. . 

(3) In the case of income . . . which, in the discretion of the fiduciary, 
may be either distributed to the beneficiary or accumulated there shall be 
allowed as an additional deduction . . . the amount of theincome . . . which 
is properly paid or credited during such year to any ... beneficiary ... 
but the amount so allowed shall be included in computing the net income of 
the . . . beneficiary. 

The regulations issued under the Revenue Act of 1924 (Article 
1502, Regulations 65) state: 

Associations and joint-stock companies include associations, common- 
law trusts, and organizations by whatever name known, which act or do 
business in an organized capacity, whether created under and pursuant to 
State laws, agreements, declarations of trust, or otherwise, the net income of 
which, if any, is distributed or distributable among the shareholders on the 
basis of the capital stock which each holds or, where there is no capital stock, 
on the basis of the proportionate share or capital which each has or has 
invested in the business or property of the organization. . 

Treasury Decision 3595 summarizes the position of the gov- 
ernment with respect to the question of trusts and it is therefore 
quoted. The decision has reference to federal capital stock tax, 
but the underlying principle also applies so far as the income tax 


is concerned. 


(1) Associations—Taxability of Nonstatutory 
Associations — Statutory Construction— 
Revenue Act of 1916. 

The capital stock tax imposed by section 407 of the Revenue Act of 1916 
upon every corporation, joint-stock company or association, now or hereafter 
organized in the United States for profit and having a capital stock Tepre- 
sented by shares, and every insurance company, now or hereafter organized 
under the laws of the United States, or any State or Territory, does not 
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apply to associations which are not organized under any statute, as the 
language is that used in the Act of 1909, and the words “organized in the 
United States” have no different effect, as applied to domestic corpora- 
tions, joint-stock companies and associations, from the word “organized” 
as used in the Act of 1909. (Eliot v. Freeman, 220 U.S. 178 [T. D. 1686] 
followed.) 


(2) Same—Revenue Act of 1918. 


Associations are subject to the capital stock tax imposed by section 1000 
(a) of the Revenue Act of 1918, since section 1 of the Act defined “‘corpora- 
tions” as including ‘‘associations,” and the term ‘‘domestic” as ‘‘created or 
organized in the United States,” a phrase which, in marked contrast with 
those used in the Acts of 1909 and 1916, extends the tax from one imposed 
solely upon organizations exercising statutory privileges to include also 
organizations exercising the privilege of doing business as associations at the 
common law. 


(3) Massachusetts Trusts—Associations. 


The word ‘‘association” is used in the Revenue Act of 1918 in its ordinary 
meaning, and includes ‘‘Massachusetts trusts’ having quasi corporate 
organizations under which they are engaged in carrying on business enterprises 
irrespective of the measure of control vested and exercised by the beneficiaries, 
as beneficial certificate holders. (Malley v. Bowditch, 259 Fed., 809; Chicago 
Title Co. v. Smietanka, 275 Fed. 60 (T. D. 3193 [F. B. 5, 12]) followed; 
Crocker v. Malley, 249 U. S., 223 (T. D. 2816 [not published in Bulletin 
service] distinguished.) 


(4) Capital Stock—Average Value. 


The capital stock tax is based upon the average value of capital stock, 
including surplus and undivided profits. These words are not to be given a 
technical meaning, but, interpreted in their entirety, are equivalent to the 
capital invested in the business—that is, the net value of the property owned 
and used in the business, 


If the trust is taxable as an association, federal capital stock 
will have to be paid: 


Two distinct classes of trusts are recognized, namely, holding trusts and 
operating trusts. 

Holding trusts are those in which the trustees are merely holding property 
for the collection of the income and distributing it among the beneficiaries 
and are not engaged, either by themselves or in connection with the bene- 
ficiaries, in the carrying on of any business. Such trusts are not associations 
within the meaning of the law and are not subject to the tax. 

Operating trusts are those in which the trustees are not restricted to the 
mere collection of funds and paying them over to the beneficiaries but are 
associated together in much the same manner as directors in a corporation 
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for the purpose of, and are actually engaged in, carrying on some business 
enterprise. These trusts, whether of the Massachusetts type or otherwise, 
are to be deemed associations within the meaning of the act, independently 
of any control exercised by the beneficiaries, and subject to the tax. (Art. 8, 
Reg. 64.) 

In earlier tax laws, the question arose whether the Massa- 
chusetts trust was an ordinary trust or an association. In the fol- 
lowing ruling, which was undoubtedly based on the erroneous 
interpretation of Crocker v. Malley, hereinbefore mentioned, the 
answer depended upon whether the beneficiaries had a voice in 
the business : 


Where beneficiaries holding certificates evidencing their interest under a 
so-called ‘‘ Massachusetts trust” agreement annually elect persons delegated 
to conduct the affairs of the trusts, thus retaining a voice in the business, 
the trust is an association and is subject to the normal tax upon its income 
under the Acts of 1913, 1916, and 1918; the excess profits tax under the Acts 
of 1917 and 1918; the capital stock tax under the Acts of 1916 and 1918; and 
the certificates issued by the trust to the beneficiaries are subject to the stamp 
tax under the Acts of 1917 and 1918. 

Where the trustees originally appointed were to hold office during the 
entire period of the trust, the right of the shareholders being limited to filling 
vacancies, the beneficiaries not retaining any substantial control over the affairs 
of the trust, such a trust is not an association or taxable as such under section 
230 of the Act of 1918, but under section 219 relating to trusts. They are not 
subject to the excess profits tax nor the capital stock tax, nor are the certificates 
issued by the trustees subject to stamp tax. (C.B. 1, page 5; S. 1068.) 


The rights of the states to tax trusts are involved with a great 
mass of opinion on the subject. 

The word ‘‘association” as used in the Blue Sky Laws (C.5S. Sec. 5305, as 
amended by Laws 1921, C. 20) should be construed to include a common-law 
trust. (State v. Cosgrove, 36 Idaho—2zio P. 393.) 

A state can only tax property or persons within its jurisdiction. 

Under Article gA of the New York State franchise tax law 
“The term corporation includes a joint stock company or associa- 
tion and any business conducted by a trustee or trustees wherein 
interest ownership is evidenced by certificate or other written 
instrument.” 

From the foregoing, it is apparent that if an investment trust 
is a “holding trust” it is taxed as a trust, if an “operating trust,” it 
is taxed as an association. 
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If an organization is an association it is subject to the corpora- 
tion income tax of 12% per centum of its net taxable income. If, 
however, any part of the income is derived from dividends or 
stocks of domestic corporations, such part is not subject to the 
corporation income tax. All distributions to cestui que trust or 
certificate holders are taxable to them at surtax rates, but are 
exempt from the normal income tax imposed upon individuals. 

An association, like a corporation, is subject to the provisions 
of section 220 of the Revenue Act of 1924. In other words, if it 
is organized or availed of for the purpose of avoiding the impo- 
sition of the surtax by allowing its income to accumulate beyond 
reasonable needs, it is subject to a tax of fifty per centum of its 
net income in addition to the ordinary corporate income tax of 
12% per cent. 

An association is also subject to the federal capital stock tax. 
This excise is paid for the privilege of doing business and is at the 
rate of one dollar for each one thousand dollars of the fair value 
of its capital stock. 

An association must pay at the time it originally issues shares 
of stock or beneficial interest a stamp tax of five cents for each 
$100 of par value, or fraction thereof, of its stock. If the stock 
is of no par value, the tax is at the rate of five cents for each 
$100 or fraction thereof of actual value, unless the actual value 
is less than $100, in which case the tax is one cent for each $20 
or fraction thereof of actual value. 

Upon the sale or transfer of shares of an association, a stamp 
tax equal to two cents on each $100 of face value or fraction 
thereof sold or transferred must be paid. If the shares are of no 
par value, the tax is imposed at the rate of two cents for each share 
sold or transferred. 

If the organization is a “holding trust” as hereinbefore defined, 
it is not taxable as an association. The trustees of most invest- 
ment trusts may, in their discretion, either distribute income or 
accumulate it. Section 219 (b-3) of the Revenue Act of 1924 
provides that under such circumstances, that part of the income 
which is distributed shall be taxable to the distributees and that that 
part which is accumulated shall be taxable to the trust as an entity. 
Regardless of whether the trust or the beneficiaries pay the tax, 
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the income is subject to surtax and except to the extent derived 
from dividends on stocks of domestic corporations and from 
interest on certain obligations of the United States, is also subject 
to the normal tax imposed upon individuals. To the extent that 
a holding trust is taxable it is treated as an individual. 

If under the terms of the trust deed the trustees are required 
to distribute any part of the income currently, such part is taxable 
to the beneficiaries whether actually distributed or not. 
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REGULATIONS OF THE FEDERAL RESERVE Boarp CONCERNING 
THE APPLICATION OF THE EpGE ACT 


(See Chapter IT) 


“EDGE ACT” 
REGULATION K, SERIES OF 1924 
FEDERAL RESERVE BoarpD 
(Superseding Regulation K of 1923) 


BANKING CORPORATIONS AUTHORIZED TO DO FOREIGN BANKING BUSINESS 
UNDER THE TERMS OF SECTION 25 (a) OF THE FEDERAL RESERVE ACT 


Section I.—Organization 


Any number of natural persons, not less in any case than five, may form 
a Corporation* under the provisions of section 25(a) for the purpose of en- 
gaging in international or foreign banking or other international or foreign 
financial operations or in banking or other financial operations in a dependency 
or insular possession of the United States either directly or through the 
agency, ownership, or control of local institutions in foreign countries or in 
such dependencies or insular possessions. 


Section II.—Articles of Association 


Any persons desiring to organize a corporation for any of the purposes 
defined in section 25(a) shall enter into articles of association (see F. R. B. 
Form 151 which is suggested as a satisfactory form of articles of association) 
which shall specify in general terms the objects for which the Corporation is 
formed, and may contain any other provisions not inconsistent with law 
which the Corporation may see fit to adopt for the regulation of its business 
and the conduct of its affairs. The articles of association shall be signed by 


* Whenever these regulations refer to a corporation spelled with a capital C, they relate 
to a corporation organized under section 25 (a) of the Federal reserve act. 
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each person intending to participate in the organization of the Corporation 
and when signed shall be forwarded to the Federal Reserve Board in whose 
office they shall be filed. 


Section III.—Organization Certificate 


All of the persons signing the articles of association shall under their hands 
make an organization certificate on F. R. B. Form 152, which is made a part 
of this regulation, and which shall state specifically: 

First. The name assumed by the Corporation. 

Second. The place or places where its operations are to be carried on. 

Third. The place in the United States where its home office is to be located. 


Fourth. The amount of its capital stock and the number of shares into 
which it shall be divided. 


Fifth. The names and places of business or residences of persons executing 
the organization certificate and the number of shares to which each has sub- 
scribed. 


Sixth. The fact that the certificate is made to enable the persons subscrib- 
ing the same and all other persons, firms, companies, and corporations who 
or which may thereafter subscribe to or purchase shares of the capital stock 
of such Corporation to avail themselves of the advantages of this section. 


The persons signing the organization certificate shall acknowledge the 
execution thereof before a judge of some court of record or notary public 
who shall certify thereto under the seal of such court or notary. Thereafter 
the certificate shall be forwarded to the Federal Reserve Board to be filed 
in its office. 


Section IV.—Title 


Inasmuch as the name of the Corporation is subject to the approval of the 
Federal Reserve Board, a preliminary application for that approval should 
be filed with the Federal Reserve Board on F. R. B. Form 150, which is made 
a part of this regulation. This application should state merely that the 
organization of a Corporation under the proposed name is contemplated 
and may request the approval of that name and its reservation for a period of 
30 days. No Corporation which issues its own bonds, debentures, or other 
such obligations will be permitted to have the word “‘bank”’ as a part of its 
title. No Corporation which has the word ‘‘Federal”’ in its title will be per- 
mitted also to have the word “‘bank’’ as a part of its title. So far as possible 
the title of the Corporation should indicate the nature or reason of the business 
contemplated and should in no case resemble the name of any other cor- 
poration to the extent that it might result in misleading or deceiving the 
public as to its identity, purpose, connections, or affiliations. 
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Section V.—Authority to commence business 


After the articles of association and organization certificate have been 
made and filed with the Federal Reserve Board, and after they have been 
approved by the Federal Reserve Board and a preliminary permit to begin 
business has been issued by the Federal Reserve Board, the association shall 
become and be a body corporate, but none of its powers except such as are 
incidental and preliminary to its organization shall be exercised until it has 
been formally authorized by the Federal Reserve Board by a final permit 
generally to commence business. 

Before the Federal Reserve Board will issue its final permit to commence 
business, the president or cashier, together with at least three of the directors, 
must certify (a) that each director elected is a citizen of the United States; 
(b) that a majority of the shares of stock is owned by citizens of the United 
States, by corporations the controlling interest in which is owned by citizens 
of the United States chartered under the laws of the United States, or by firms 
or companies the controlling interest in which is owned by citizens of the 
United States; and (c) that of the authorized capital stock specified in the 
articles of association at least 25 per cent has been paid in in cash and that 
each shareholder has individually paid in in cash at least 25 per cent of his 
stock subscription. Thereafter the cashier shall certify to the payment of 
the remaining installments as and when each is paid in, in accordance with law. 


SEcTION VI.—Capital stock 


No Corporation may be organized under the terms of section 25(a) with a 
capital stock of less than $2,000,000. The par value of each share of stock 
shall be specified in the articles of association, and no Corporation will be 
permitted to issue stock of no par value. If there is more than one class of 
stock, the name and amount of each class and the obligations, rights, and 
privileges attaching thereto shall be set forth fully in the articles of associa- 
tion. Each class of stock shall be so named as to indicate to the investor as 
nearly as possible what is its character and to put him on notice of any un- 
usual attributes. 


Section VII.—Transfer of stock 


Section 25 (a) provides in part that— 

A majority of the shares of the capital stock of any such corporation 
shall at all times be held and owned by the citizens of the United States, 
by corporations the controlling interest in which is owned by citizens of 
the United States, chartered under the laws of the United States or of a 
State of the United States, or by firms or companies the controlling interest 
in which is owned by citizens of the United States. 


In order to insure compliance at all times with the requirements of this 
provision after the organization of the Corporation, shares of stock shall be 
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issuable and transferable only on the books of the Corporation. Every ap- 
plication for the issue or transfer of stock shall be accompanied by an affidavit 
of the party to whom it is desired to issue or transfer stock, or by his or its 
duly authorized agent, stating— 


In the case of an individual—(a) Whether he is or is not a citizen 
of the United States and, ifa citizen of the United States, whether he is a 
natural-born citizen or a citizen by naturalization, and if naturalized, 
whether he remains for any purpose in the allegiance of any foreign sov- 
ereign or State; (6) whether there is or is not any arrangement under which 
he is to hold the shares or any of the shares which he desires to have issued 
or transferred to him, in trust for or in any way under the control of any 
foreign State or any foreigner, foreign corporation, or any corporation under 
foreign control; and if so, the nature thereof. 


In the case of a corporation.—(a) Whether such corporation is or is not 
chartered under the laws of the United States or of a State of the United States. 
If it is not, no further declaration is necessary, but if it is, it must also be 
stated (6) whether the controlling interest in such corporation is or is not 
owned by citizens of the United States, and (c) whether there is or is not any 
arrangement under which such corporation will hold the shares or any of the 
shares if issued or transferred to such corporation in trust for or in any way 
under the control of any foreign State or any foreigner or foreign corpora- 
tion or any corporation under foreign control; and if so, the nature thereof. 


In the case of a firm or company.—(a) Whether the controlling interest 
in such firm or company is or is not owned by citizens of the United States; 
and if so, (b) whether there is or is not any arrangement under which such 
firm or company will hold the shares or any of the shares if issued or transferred 
to such firm or company in trust for or in any way under the control of any 
foreign State or any foreigner or foreign corperation or any corporation under 
foreign control; and if so, the nature thereof. 

The board of directors of the Corporation, whether acting directly or through 
an agent, may, before making any issue or transfer of stock, require such further 
evidence as in their discretion they may think necessary in order to determine 
whether or not the issue or transfer of the stock would result in a violation 
of the law. No issue or transfer of stock which would cause 50 per cent or 
more of the total amount of stock issue or outstanding to be held contrary 
to the provisions of the law or these regulations shall be made upon the books 
of the Corporation. The decision of the board of directors in each case shall 
be final and conclusive and not subject to any question by any person, firm, 
or corporation on any ground whatsoever. 

If at any time by reason of the fact that the holder of any shares of the 
Corporation ceases to be a citizen of the United States, or, in the opinion of 
the board of directors, becomes subject to the control of any foreign State 
or foreigner or foreign corporation or corporation under foreign control, 50 
per cent or more of the total amount of capital stock issued or outstanding is 
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held contrary to the provisions of the law or these regulations, the board of 
directors may, when apprised of that fact, forthwith serve on the holder of the 
shares in question a notice in writing requiring such holder within two months 
to transfer such shares to a citizen of the United States, or to a firm, company, 
or corporation approved by the board of directors as an eligible stockholder. 
When such notice has been given by the board of directors the shares of stock 
so held shall cease to confer any vote until they have been transferred as 
required above; and if on the expiration of two months after such notice the 
shares shall not have been so transferred, the shares shall be forfeited to the 
Corporation. 

The board of directors shall prescribe in the by-laws of the Corporation 
appropriate regulations for the registration of the shares of stock in accord- 
ance with the terms of the law and these regulations. The by-laws must also 
provide that the certificates of stock issued by the Corporation shall contain 
provisions sufficient to put the holder on notice of the terms of the law and the 
regulations of the Federal Reserve Board defining the limitations upon the 
rights of transfer. 


Section VIII.—Operations in the United States 


No Corporation shall carry on any part of its business in the United States 
except such as shall be incidental to its international or foreign business. 
Agencies may be established in the United States with the approval of the 
Federal Reserve Board for specific purposes, but not generally to carry on 
the business of the Corporation. 


Section I[X.—Investments in the stock of other corporations 


" It is contemplated by the law that a Corporation shall conduct its business 
abroad either directly or indirectly through the ownership or control of cor- 
porations, and it is accordingly provided that with the consent of the Federal 
Reserve Board a Corporation may invest in the stock, or other certificates 
of ownership, of any other corporation organized— 

(a) Under the provisions of section 25 (a) of the Federal reserve act; 

(6) Under the laws of any foreign country or a colony or dependency 
thereof; 

(c) Under the laws of any State, dependency, or insular possession of the 
United States; 
provided, first, that such other corporation is not engaged in the general 
business of buying or selling goods, wares, merchandise, or commodities in 
the United States; and second, that it is not transacting any business in the 
United States except such as is incidental to its international or foreign busi- 
ness, 

Except with the approval of the Federal Reserve Board, no Corporation 
shall invest an amount in excess of 15 per cent of its capital and surplus in the 
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stock of any corporation engaged in the business of banking, or an amount 
in excess of 10 per cent of its capital and surplus in the stock of any other kind 
of corporation. 

No Corporation shall purchase any stock in any other corporation organized 
under the terms of section 25(a) or under the laws of any State, which is in 
substantial competition therewith, or which holds stock or certificates of 
ownership in corporations which are in substantial competition with the pur- 
chasing Corporation. This restriction, however, does not apply to corpora- 
tions organized under foreign laws. 


SECTION X.—Branches 


No Corporation shall establish any branches except with the approval of 
the Federal Reserve Board, and in no case shall any branch be established 
in the United States. 


Section XI.—Issue of debentures, bonds, and promissory notes 


Approval of the Federal Reserve Board.—No Corporation shall make any 
public or private issue of its debentures, bonds, notes, or other such obliga- 
tions without the approval of the Federal Reserve Board, but this restriction 
shall not apply to notes issued by the Corporation in borrowing from banks 
or bankers for temporary purposes not to exceed one year. The approval of 
the Federal Reserve Board will be based solely upon the right of the Corpora- 
tion to make the issue under the terms of this regulation and shall not be 
understood in any way to imply that the Federal Reserve Board has approved 
or passed upon the merits of such obligations as an investment. The Federal 
Reserve Board will consider the general character and scope of the business 
of the Corporation in determining the amount of debentures, bonds, notes, or 
other such obligations of the Corporation which may be issued by it. 


Application.—Every application for the approval of any such issue by a 
Corporation shall be accompanied by (1) a statement of the condition of the 
Corporation in such form and as of such date as the Federal Reserve Board 
may require; (2) a detailed list of the securities by which it is proposed to 
secure such issue, stating their maturities, indorsements, guaranties, or col- 
lateral, if any, and in general terms the nature of the transaction or trans- 
actions upon which they were based; and (3) such other data as the Federal 
Reserve Board may from time to time require. 


Advertisements.—No circular, letter, or other document advertising the 
issue of the obligations of a Corporation shall state or contain any reference 
to the fact that the Federal Reserve Board has granted its approval of the 
issue to which the advertisement relates. This requirement will be enforced 
strictly in order that there may be no possibility of the public’s misconstruing 
such a reference to be an approval by the Federal Reserve Board of the 
merits or desirability of the obligations as an investment. 
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Section XII.—Sale of foreign securities 


Approval of the Federal Reserve Board.—No Corporation shall offer for 
sale any foreign securities with its indorsement or guaranty, except with the 
approval of the Federal Reserve Board, but such approval will be based 
solely upon the right of the Corporation to make such a sale under the terms 
of this regulation and shall not be understood in any way to imply that the 
Federal Reserve Board has approved or passed upon the merits of such se- 
curities as an investment. 


Application Every application for the approval of such sale shall be 
accompanied by a statement of the character and amount of the securities 
proposed to be sold, their indorsements, guaranties, or collateral, if any, and 
such other data as the Federal Reserve Board may from time to time require. 


Advertisements.—No circular, letter, or other document advertising the 
sale of foreign securities by a Corporation with its indorsement or guaranty 
shall state or contain any reference to the fact that the Federal Reserve 
Board has granted its approval of the sale of the securities to which the 
advertisement relates. 


Section XIII.—Acceptances 


Kinds.—Any Corporation may accept (1) drafts and bills of exchange drawn 
upon it which grow out of transactions involving the importation or exporta- 
tion of goods, and (2) drafts and bills of exchange which are drawn by banks 
or bankers located in foreign countries or dependencies or insular possessions 
of the United States for the purpose of furnishing dollar exchange as required 
by the usages of trade in such countries, dependencies, and possessions: 
Provided, however, That, except with the approval of the Federal Reserve 
Board and subject to such limitations as it may prescribe, no Corporation 
shall exercise its power to accept drafts or bills of exchange if at the time 
such drafts or bills are presented for acceptance it has outstanding any de- 
bentures, bonds, notes, or other such obligations issued by it. 


Maturity.—Except with the approval of the Federal Reserve Board, no 
Corporation shall accept any draft or bill of exchange which grows out of a 
transaction involving the importation or exportation of goods with a maturity 
in excess of six months, or shall accept any draft or bill of exchange drawn 
for the purpose of furnishing dollar exchange with a maturity in excess of 
three months. 


Limitations.—(1) Individual drawers: No acceptances shall be made for 
the account of any one drawer in an amount aggregating at any time in excess 
of ro per cent of the subscribed capital and surplus of the Corporation, unless 
the transaction be fully secured or represents an exportation or importation 
of commodities and is guaranteed by a bank or banker of undoubted solvency. 
(2) Aggregates: Whenever the aggregate of acceptances outstanding at any 
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time (a) exceeds the amount of the subscribed capital and surplus, 50 per 
cent of all the acceptances in excess of the amount shall be fully secured; or 
(0) exceeds twice the amount of the subscribed capital and surplus, all the 
acceptances outstanding in excess of such amount shall be fully secured. 
(The Corporation shall elect whichever requirement (a) or (b) calls for the 
smaller amount of secured acceptances.) In no event shall any Corporation 
have outstanding at any one time acceptances drawn for the purpose of 
furnishing dollar exchange in an amount aggregating more than 50 per cent 
of its subscribed capital and surplus. 


Reserves.—Against all acceptances outstanding which mature in 30 days 
or less a reserve of at least 15 per cent shall be maintained, and against all 
acceptances outstanding which mature in more than 30 days a reserve of at 
least 3 per cent shall be maintained. Reserves against acceptances must be 
in liquid assets of any or all of the following kinds: (1) Cash; (2) balances 
with other banks; (3) bankers’ acceptances; and (4) such securities as the 
Federal Reserve Board may from time to time permit. 


Section XIV.—Deposits 


In the United States.—No Corporation shall receive in the United States 
any deposits except such as are incidental to or for the purpose of carrying 
out transactions in foreign countries or dependencies of the United States 
where the Corporation has established agencies, branches, correspondents, 
or where it operates through the ownership or control of subsidiary corpora- 
tions. Deposits of this character may be made by individuals, firms, banks, 
or other corporations, whether foreign or domestic, and may be time de- 
posits or on demand. 


Outside the United States.—Outside the United States a Corporation may 
receive deposits of any kind from individuals, firms, banks, or other corpora- 
tions, provided, however, that if such corporation has any of its bonds, de- 
bentures, or other such obligations outstanding it may receive abroad only 
such deposits as are incidental to the conduct of its exchange, discount, or 


loan operations. 


Reserves.—Against all deposits received in the United States a reserve of 
not less than 13 per cent must be maintained. This reserve may consist of 
cash in vault, a balance with the Federal reserve bank of the district in which 
ithe head office of the Corporation is located, or a balance with any member 
bank. Against all deposits received abroad the Corporation shall maintain 
such reserves as may be required by local laws and by the dictates of sound 
business judgment and banking principles. 


Section XV.—General limitations and restrictions 


Liabilities of one borrower.—The total liabilities to a Corporation of any 
person, company, firm, or corporation for money borrowed, including in the 
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liabilities of a company or firm the liabilities of the several members thereof, 
shall at no time exceed 10 per cent of the amount of its subscribed capital 
and surplus, except with the approval of the Federal Reserve Board: Provided, 
however, That the discount of bills of exchange drawn in good faith against 
actually existing values and the discount of commercial or business paper 
actually owned by the person negotiating the same shall not be considered 
as money borrowed within the meaning of this paragraph. The liability 
of a customer on account of an acceptance made by the Corporation for his 
account is not a liability for money borrowed within the meaning of this 
paragraph unless and until he fails to place the Corporation in funds to cover 
the payment of the acceptance at maturity or unless the Corporation itself 
holds the acceptance. 


Aggregate liabilities of the Corporation.—The aggregate of the Corporation’s 
liabilities outstanding on account of acceptances, average domestic and 
foreign deposits, debentures, bonds, notes, guaranties, indorsements, and 
other such obligations shall not exceed at any one time ten times the amount 
of the Corporation’s subscribed capital and surplus except with the approval 
of the Federal Reserve Board. In determining the amount of the liabilities 
within the meaning of this paragraph, indorsements of bills of exchange 
having not more than six months to run, drawn and accepted by others than 
the Corporation, shall not be included. 


Operations abroad.—Except as otherwise provided in the law and these 
regulations, a Corporation may exercise abroad not only the powers specifically 
set forth in the law but also such incidental powers as may be usual in the de- 
termination of the Federal Reserve Board in connection with the transaction 
of the business of banking or other financial operations in the countries in 
which it shall transact business. In the exercise of any of these powers abroad 
a Corporation must be guided by the laws of the country in which it is operat- 
ing and by sound business judgment and banking principles. 


SEcTION XVI.—Management 


The directors, officers, or employees of a Corporation shall exercise their 
rights and perform their duties as directors, officers, or employees, with due 
regard to both the letter and the spirit of the law and these regulations. 
For the purpose of these regulations the Corporation shall, of course, be re- 
sponsible for all acts of omission or commission of any of its directors, officers, 
employees, or representatives in the conduct of their official duties. The 
character of the management of a Corporation and its general attitude toward 
the purpose and spirit of the law and these regulations will be considered by 
the Federal Reserve Board in acting upon any application made under the 
terms of these regulations. 


SecTIoN XVII.—Reports and examinations 


Reports.—Each Corporation shall make at least two reports annually to 
the Federal Reserve Board at such times and in such form as it may require. 
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Examinations.—Each Corporation shall be examined at least once a year 
by examiners appointed by the Federal Reserve Board. The cost of examina- 
tions shall be paid by the Corporation examined. 


SEcTIon XVIII.—Amendments to regulations 


These regulations are subject to amendment by the Federal Reserve Board 
from time to time, provided, however, that no such amendment shall prejudice 


obligations undertaken in good faith under regulations in effect at the time 
they were assumed, 
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Tue Lonpon FINANCIAL Times (1925) ANALYSIS OF CAPITAL 
EARNINGS, DIVIDENDS AND RESERVES OF LEADING 
ENGLISH AND SCOTTISH INVESTMENT TRUSTS 


I 
British INVESTMENT Trust COMPANIES 


(Compiled for “The Financial Times” of London, with the 
following explanatory statement) 


Below will be found a comprehensive table compiled from the latest 
reports issued by 23 representative English trust companies with a total 
issued capital of £51,663,231. 

The past twelve months again show steady progress, and the aggregate 
gross income, less income-tax, etc., amounts to £3,115,875, or 6.03 per cent 
on the capital employed, against £2,848,313, or 5.66 per cent, in the preceding 
year, an improvement of £267,562, or .37 per cent. This has been accom- 
plished at the same low ratio of expenses to which reference was made last 
year. 

After payment of management expenses, debenture interest, preference 
dividends, etc., the surplus revenue available in respect of the ordinary stock 
outstanding amounts to £1,647,297, against £1,435,209 last year; an increase 
of £212,088, or .g7 per cent. 

This improvement is reflected in the payment of larger dividends by 
nearly all the companies, such increases varying from ™% per cent up to 2 
per cent. The total aggregate net amount paid to the ordinary shareholders 
this year is £1,174,993, or an average of 7.72 per cent, against £1,054,090, or 
7.24 per cent, for the preceding period. 

The margin of safety represented by the surplus remaining over, after 
payment of the ordinary dividends, amounts to £472,304, or 3.1I per cent, 
so that the risk of any reduction in the present rates of dividends paid appears 
to be strongly guarded against. 

The progressive character of these extremely well managed companies 
has not only resulted in the payment of steadily increasing dividends during 
the past few years but has also permitted of the transfer from revenue of con- 
siderable sums to reserves and/or in the writing down of the cost of invest- 
ments. 

The reserves and amounts carried forward of the table total £6,686,962, 
an amount equal to 43.96 per cent on the £15,211,495 ordinary stock issued. 

The safe investment of money at good yields is by no means an easy prob- 
lem, but becomes more of an exact science with an investment trust com- 
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pany than with the average individual whose capital is limited and to whom 
mistakes may be serious. 

In spite of all the care exercised when making investments where it is 
sought to combine high rates of interest with good security no one can help 
making mistakes at times, but in the case of investment trust companies only 
a comparatively small portion of their total funds is placed in any one security, 
while their holdings are widely spread over a number of the different 23 
representative companies comprised in countries and in various kinds of in- 
vestments. Consequently, the influences which were responsible for loss in 
one country or in one class of security may also be responsible for improvement 
in other countries or in some other class of security, and in the main the 
accounts submitted prove a balance well on the right side. 

We have recently witnessed the flotation of a number of new investment 
trust companies, as well as the issue of fresh capital by some of the older 
ones at a substantial premium, from which it may be inferred that there is no 
lack of capital for investment in this class of security. 

The private investor is undoubtedly beginning to realise more and more 
the advantage of placing his money in the securities of the investment trust 
companies, where not only satisfactory dividends can be counted on, even 
in bad times, but where the risk of loss of capital, inherent to any business, is 
reduced to a minimum through the sound distribution of risk, both geo- 
graphically and in the varied nature of the investments held. 

The debenture stocks of the best investment trust companies may be 
regarded as very nearly, if not quite, as safe as trustee securities, and their 
yield, at present current prices, is about 5 to 514 per cent. The Preference 
stocks will recommend themselves to the conservative mind as very sound 
fixed dividend-paying investments, yielding 514 to 5% per cent and, in one 
or two cases, as much as about 6 per cent. 

The yield on the ordinary stocks given in the table varies between 5 per 
cent in the case of the Metropolitan Trust Company and 7.41 per cent for 
the Charter Trust and Agency, Ltd. 

In considering the low rate of return on certain of these stocks, the surplus 
remaining over, after payment of the dividends, pointing to the possibility 
of future increased rates, must be taken into account, as also that in some 
cases new capital was only received gradually during the year, and therefore 
did not become fully productive, anticipated future benefits being reflected 
in prices. 

The ordinary stocks can be looked upon as most suitable for the intelligent 
man who requires a well-secured investment offering a fair yield, coupled with 
a good chance of appreciation in capital value. 

It has been pointed out previously in THE FINANCIAL TimEs that some 
difficulty may be experienced in acquiring these ordinary stocks, and, con- 
versely, the ease with which sales may be effected. Those desiring to invest 
money in these stocks will best serve their purpose by leaving their orders 
with brokers or agents for execution as opportunity offers, without tying the 
agents down to the ordinary stock of any one particular company. 


404 


THE INVESTMENT TRUST 


BritTisH INVESTMENT 


CAPITAL ISSUED 


COMPANY Yuar 
Debenture Preference Ordinary Total 
£ £ £ £ 
1 |American Investment and General Trust/|1924/25]} 1,000,000} 500,000 500, 000 2 , 000 
Co., Ltd. 1923/24) 1,000,000 500,000 500,000 2,000,000 
2 |Army and Navy Investment Trust Co.,/|1923/24 400,000 if 200, 960, 000 
Ltd. cae 400,000 360,000 \ pe 2 peschgg 
, 19 900, 000 900, 9 »f00, 
3 |Bankers’ Investment Trust, Ltd. pees 900, 000 900, 000 900, 000 , i. one 
) 89, 670 , , 
4 |Charter Trust and Agency, Ltd. 1922/23 90,770| 500,000 500°,000 1,090,770 
5 |Foreign, American, and General Invest-/|1924/25 500,000} 750,000 750,000 , 000, 000 
ments Trust Co., Ltd. 1923/24 500,000} 750,000 750,000 2,000,000 
6 |Foreign and Colonial Investment Trust/|1924/25 — 1,249,991 15/-| 1,106,755 10/-| 2,356,747 5/— 
Co., Ltd. 1923/24 _— 1,249,991 15/-| 1,106,755 10/-| 2,356,747 5/- 
7 |General and Commercial Investment/|1924/25) 300,000 00, 300,000 900,600 
Trust, Ltd. mie 300,000} 300,000 $00,000 800 ,000 
’ 300, > ’ 
8 |General Investors and Trustees, Ltd. __ \\1993/24 200;000| — 300°000 300,000 300°,000 
9 |Government Stock and Other Securities/|1924 925,000} 462,500 462,500 1,850,000 
Investment Co., Ltd. 1094/98 925,000 462,500 462,500 ty edge 
. 500,000 10, 310,000 1,120, 
10 |Guardian Investment Trust Co., Ltd. 1983/24 3007000; 10°00 310,000 1,120,000 
2,500,000) 1,250,000 »200, , 000, 
11 |Industrial and General Trust, Ltd. 1993/24 27500,000| 1,250,000 1,450,000 #000, 000 
i 50, 00, , 7 (00, 
12 |International Investment Trust, Ltd. 1923/24 750,000| 6007.00 400,000 1,750,000 
1924/25} 2,300,000] 1, 200, 000 aed 4, 600,000 
13 |Investment Trust Corporation, Ltd. | New Shares} 300, 000 
1923/24 9,000,000] 1,200,000 300,000 4,000,000 
14 |London and New York Investment Corp., {|1923/24 ,000] 434,500 100, 000 684,500 
i ie 1025/24] Goa°ser] Sen" oap 5007000 | 1,639,197 
; : 2,197| 500,000 ‘ 632, 
15 |London Scottish American it, Ltd. 1088/49 632, 197 500,000 500,000 1,632,197 
937, 570,000 
18: Hondon Trust o,, Lid. 1923/24) 9s7)856| 55,000 $75,000 1,837; 856 
17 |Mercantile Investment and General Trust/|1924/25} 3,000,000) 1,500,000 1,500,000 6,000,000 
Co., Ltd He: glee So 1,500,000 Loe —. 
18 a 4 , 330, 687,500 687, 500 , 705,000 
Merchanin fret, Lie, 1923/24] 1;330,000| 687, 500 687, 500 2; 705,000 
1924/25 ,000, 400, 000 an 2,000,000 
19 |Metropolitan Trust Co., Ltd. | New Shares} 200, 000 gh 
3 ae 24 Ha ro 400, se 400, BH 1,600,000 
20 ium I ., Lid. i 414,740 414/740 1, 658, 960 
Omnium Investment Co., Ltd 1993 771,956) 414,740 114,740 1601, 436 
21 |Sterling Trust, Ltd. 1924 2,607, 893 == 1,250, 3,857, 893 
: : 1923 2,607, 893 _ 1,250,000 8,857,893 
22 |United States and South American Invest-/| 1924/25) 810,408} 500,000 500, 000 1,810,408 
ment Trust Co., Ltd. ' ees 806,807; 500,000 500,000 1,806,807 
23 |Witan Investment Co., Ltd. Na 4,400,809 ac oe 
1923/24 = 1,050,000 1,050,000 2,100,000 
Summary |1924/25] £21,662, 504|14, 789,231 15/-|15,211,495 10/-|51, 603,231 /~ 
Summary |1923/24]| £21,102, 479| 14,694,981 15/-|14,566,495 10/-\60,353,206 6/- 
Increase | — £560,025) 95,000 655, 000 1,310,025 
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Trust CoMPANIES 


Deben- ORDINARY STOCK 


3 

= || ture In- 

RQ 

3 terest, 7p on 
© |Preference frp Ordi- 
& ||Dividends Forward | 22ty 
ss 


£ £ 
51,488] 389,421] 77.88 
51, 700 360,494) 73.30 
26, 240 , 896] 120.45 
26 , 209) 238, 246)119.12 
59, 718 165,350] 18.37 
227 5094 “53, 442| 11.00 
22; 309) 54,997| 11.00 
44; 628 180,556] 24.07 
44, 687] 185,629) 24.78 
48,447 781,000 70.57 
48, 271 780,992) 70.57 
20; 925) 131,372| 43.79 
20, 8641 130,581] 43.58 
16, 662] 179, 750| 59.92 
16,545} 150,730| 50.24 
49, 713} 118,860] 25.70 
49,336} 107; 937| 23.34 
26,311 12,000] 3.87 
96, 135 12,000) 8.87 
117, 505) 737,563| 59.01 
106, 068 112,102} 56.9% 
: 144 492]. 
43, 926} 48] — 18,500] 6 12,644) 8.16 


105,332} 149,248) 24.01! 118, 117/19 | 
£800, 000|Def. Stk— 


6.1 99,200) 134,401) 21,68]  105,400)17 861, 239) 107 .65 
6.14) 22,329 16,590} 21.41] , 200] 8 112,393} 112.39 
5.73 22,092) 14,086} 18. 7, 646)10 102,002} 102.00 
5.80) 37,036 331,674] 66.33 
5.4 86, 558 821,646) 64.83 
6.4 53, 348) 167,924) 34.98 
6.3. 50,704 802,036) 80.54 


154, 026] 42) = 139, 499} 12 
153,197 83 121,406) 10% 
62, 543) : 58,609} 11 
61, 87. - 26} 62,995) 10 
48 , 557] 71,605} 23.10 54, 250|174 ‘ 

}on£400,000| Ord.Stk\jon£400,000|Ord.Stock ||——-on] £400,000 Ord. St)k—— 


62,662) 20.388} 49, 200\16 


45, 242) R ‘ 99,769) 19.95 

, 168 49,782) 12.85} 84,875) 9 84,764) 16.95 

37,491] 117,759) 14.14 69,875] 64 free= 171,574) 16.51 
8.39 gross 


116,336} 14.80 68,250) 6% free= 


8.39 gross 


.44]11, 240,431} 1,647,297; 10.83] 1,174,993] 7.72 .11}] 6,686, 962} 43.96 
.42\|1, 203,309) 1,435,209} 9.86) 1,054,090) 7.24 ; 62! 6,180,511} 42.12 
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British INVESTMENT TRUST COMPANIES—(Continued) 


ORDINARY* 
ss Approxi- 
Per Sa ane mate 
Cent. Jp Present 
Pri ces, Price 
1924 


12 | 1814-1413 | 201-205 
12 | 157%-140 | 175-180 
83 | 131 -111 | 148-153 
5 61;- 44 66- 69 
7 | 121-99 | 116-119 
7} | 116 -107 | 118-122 


933-88} 
43 | 88-825 | 95-88 | 5.20 | 
5 | 4-71 | 80-83 | 6.13] 
5 | 93-88 | 91-93 | 5.43 | 
5 | 97-90 | 94-97 | 5.24] 


5.26] 5 | 88-83 | 83-86 | 5.92] 10 | 120 -104y | 138-143 
5.30] 44 | 801-73 | 84-86 | 5.20] 9 | 1413-107 | 165-170 
Peo & | 87-83 | 86-80 | 5.71] 8 | 118-98 | 124-127 
5.03] 4 | 87-81 | 84-87 | 5.26] 10 | 172-120 | 180-185 
posit 44 | 884-824 | 87-90 | 5.08] 14 | 232 -183 | 260-270 
5.16] 43 | 79-74 | 78-81 | 5.66] 7 | 108-85 | 116-121 
81t-774 | 80-82 | 4.04] 4 | 782-74 | 75-78 | 5.23] 19 | 3273-2604 | 352-362 


(5 924-83 | 94-96 | 5.26 | 
5} | 90-85 | 87-90 | 6.21 
43 | 86-78 | 92-85 | 5.39] 


744-744 76-78 | 5.20 
82 -78 77-79 | 5.18 


803-763 76-79 | 5. is} 
683-674 66-69 | 5.18 


\s 177 -128 | 140-145 
10 | 1663-134 | 158-163 


5 954-884 91-95 | 5.38 | 124 | 231 -174% | 215-220 


82 -77 69-81 | 5 

85 -793 81-84 | 5.15 
803-753 77-79 | 5.18 
814-77 78-81 | 5.03 


5 97 -93 93-96 | 5.29 
4 77 -734 75-78 | 5.23 


4} 85 -79 86-89 | 5.14 


} 12 {20535-1563 | 220-225 
} 11 158 -133 | 181-186 


|} 173 | 315 -254 | 345-355 


854-79} 84-87 | 5.26] 5 854-80 86-89 | 5.71 | 


8 113 — 91 | 124-127 
7% =| 1853- 993 | 136-141 


5 95 -88 93-97 | 5.26 | 
4h 833-82} 81-84 | 5.45 


10 165 -1243 | 170-175 


78 -754 | 76-79 ay 
} 10 | 180-174 | 181-185 


844-78 | 81-83 | 5.18} 


* Pricus: Hicghmst AND Lownst, 1924 
Approximate Pricu 28TH May, 1925, anp Yup Pur Cunt at Taat Date 
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II 
ScoTTisH INVESTMENT TruUsT COMPANIES 


(Compiled for “The Financial Times’ of London, with the 
following explanatory statement) 


This comprehensive table has been compiled from the latest reports 
available, and sets out clearly and in a concise form the results attained, 
both individually and collectively, by the companies in question for the past 
two years. The accounts prove conclusively that the trust company principle 
is well understood and applied across the Border. 

During the past twelve months these representative Scottish companies 
earned, in the aggregate, £1,978,385, or 6.30 per cent, on the capital em- 
ployed, against £1,770,545, or 6.21 per cent, in the previous year, an increase 
of £207,840, or .og per cent. In considering this improvement it must be 
borne in mind that certain new share and debenture capital was only grad- 
ually received during the year, and consequently a full year’s income was not 
received on this new money. 

After meeting all expenses of management, -he amount required to pay 
interest on borrowed money, preference dividends, etc., is covered more 
than twice over, and the Scottish companies take advantage of this to raise 
considerable sums of temporary cheap money, from time to time, as required, 
in the form of terminable debentures, loans or deposits. This temporary 
money is used expertly to good advantage at higher rates of interest, and helps 
to swell the balance of income remaining for the ordinary stockholders. 

For the past year the balance revenue available for the ordinary stock 
holders amounts in the aggregate to £1,062,398, or 14.49 per cent net, 
against £920,591, or 13.84 per cent net, for the preceding period, representing 
an improvement of £141,807, or .65 per cent. These increased earnings have 
resulted in a general advance in the rates of dividends paid. This year the 
total paid away to the ordinary stockholders amounted to £739,619, an 
average of 10.09 per cent net, against £654,211, or 9.84 per cent net, in the 
previous year. 

The usual conservative policy still maintains in recommending and paying 
dividends, and the aggregate surplus remaining over for the year is £322,779, 
or 4.40 per cent net, against £266,380, or 4.00 per cent, last year. This 
margin of safety not only strongly guards against any risk of reduction of 
present dividends, but also enables the companies to further consolidate their 
position by utilizing part of their respective surpluses to good advantage, 
either in swelling their reserve funds or in writing down the cost of securities. 

Reserves and amounts carried forward now total £6,283,995, equal to 
85.70 per cent on the ordinary stock issued. In addition, most of the com- 
panies are able to report that the valuation of their investments shows an 
excess over book cost, which constitutes a hidden reserve, although of a 


fluctuating nature. 
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COMPANY 


Alliance Trust Co., Ltd. 


American Trust Co., Ltd. 

British Canadian Trust, Ltd. 

British Investment Trust, Ltd. 
Caledonian Trust Co., Ltd. 

Clydesdale Investment Co., Ltd. 

East of Scotland Trust, Ltd. 
Edinburgh Investment Trust, Ltd. 
First Scottish American Trust Co., Ltd. 


Northern American Trust Co., Ltd. 


Scottish American Investment Co., Ltd. 


Scottish Investment Trust Co., Ltd. 


Scottish Northern Investment Trust, Ltd. 


Scottish Western Investment Co., Ltd. 


Second Edinburgh Investment Trust, Ltd. 
Second Scottish American Trust Co., Ltd. 
Second Scottish Investment Trust Co., Ltd. 


ae eo Scottish Northern Investment Trust, 


Third Edinburgh Investment Trust, Ltd. 
Third Scottish American Trust Co., Ltd. 


United States Investment Corporation, Ltd. 


Summary 


Summary 


t £400,000 “‘A” Ordinary Shares of £1 each. 


1924/25 
1923/24 


1924/25 
1923/24 
1923/24 
1922/23 
1924/25 
1923/24 
1924/25 
1993/24 
1923/24 
1922/23 
1923/24 
1922/23 
1924/25 
1923/24 
1924/25 
1923/24 
1923/24 


1922/23 
1924 


1998 

1923/24 
1992/23 
1924/25 
1923/24 
1924/25 
1923/24 
1923/24 
1922/23 
1924/25 
1993/24 
1993/24 
1992/28 


1924/25 


1924/25 
1923/24 


£700,000 10 per cent ‘‘B” Ordinary Shares of £1 each. 


Debenture, 
Terminable 
Debentures, 
Loans, etc. 


£ 
3,099,324 
2,776,096 


250, 000 
1,009,915 


995, 430 
1,163, 284 


1,101,406 
271,200 


479, 890 


501, 730 
463, 278 
270,000 
300,000 
373,500 
390,700 
248, 836 
234,686 


£15, 143, 484 
£13,661,049 


Scottish INVESTMENT 


CAPITAL ISSUED 


Preference 


£ 
1,325, 752 
1,250,000 


204, 708 
150,000 
125,000 
125,000 
1,200,000 
1,200,000 
600, 000 
300,000 


300,000 
122,034 
122,034 
360, 000 
860,000 


750, 000 
600,000 
1, 400, 000 


1,400,000 
250 


300, 000 


450 , 000 
286 , 923 


200, 000 


150,000 


150,000 


8,937,494 
8,193,957 


Ordinary Total 

£ £ 
625,752 | 5,050,828 
550,000 | 4,576,095 
170, 292 781,413 
100,000 519,830 
125,000 516,589 
125,000 510,878 
‘ 4,000,000 
800,000 4,000,000 
200,000 1,097, 386 
uy 1,095, 404 
200,000 959 , 525 
81,356 276,479 
81,356 279,797 
480,000 | 1,240,000 
480,000 | 1,240,000 
00, 580,000 
800 , 000 §50, 000 
500, 2,259,915 
400,000 1,995,480 
1,100,000) 3,663,284 
700,000 8,201, 406 
250,000 , 200 
250,000 791,272 
200,000 | 1,006,950 
200,000 1,004,636 
400,000 | 2,044,650 
400,000 1,993,830 
00, 000 50, 000 
200 , 000 950 ,000 
400, 000 792,000 
400,000 766,300 
300,000 | 1,507,000 
463,077 | 1,229,890 

(ar 1982 eel erred aos 

271,795 res subsequent 
200,000 | 1,001,730 
200,000 968, 278 
100,000 570,000 
100,000 600,000 
400, 000 773,500 
400 ,000 790,700 
00, 498 , 836 
100,000 484,686 


7,332,400 | 31,413,378 
6,649,433 | 28,504,489 
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Trust CoMPANIES 
ORDINARY STOCKS 
Gross 
Revenues) ae Reserves @ on 
El less In- | °°. Expenses and was 
z eae Vase! Capi c Dividends, eae o, | Amount o, | Surplus o% oe hee Stork ae 
(0) 3. ‘0 | noe 
3 ete ( (ies tax) || Available Paid for Year) “° 
Net {Gross Net Gross Gross} 
£ £ =a ES £ £ 8 
1} 334,773) 6.63 || 19,299 151, 751 163, 723|36.74|| 102,494 23 61, 229)13 .74\11, 477, 754)236.16 
299,842) 6.54 || 18,711 143, 404 187, 227|38.91)) 89,027 22 48, 200\11 91/1, 207,774\219 .60 
2 42,852) 5.48 3,556 15, 407|15 .45) 9,966 10 5, 441/15 .45) 33,943) 19.94 
80,583) 5.88 3,219 10,179\13.16 6,190 8 8,989| 5.16) 87,462) 37.46 
3} 33,197} 6.43 1,683 14, 546/14. 59) 7,979 8 6,567] 6.59) 37,149) 29.75 
28,749] 5.63 1,651 9,732| 9.30) 7,321 tf 2,411] 2.80) 83,682) 26.87 
4) 280,288) 7.00 }} 11,559 156 , 892/25 .31]) 117, 800 19 89,092] 6.311, 887, 942)173 .49 
264,106) 6.60 || 11,565 189, 081|22.61)| 104,550 17 84,581) §.61]1, 348,849) 168.61 
if 79,133) 3.89 5,439 29/028 12.12) 26,350 Ee 2,678) 1.12) 2,865 12 
8,322) §.31 4,523 24,672|16.00)) 18,412 10 9,260) 6.00) 75,245) 87.71 
6 59,765] 5.46 4,337 22,183}14.31]) 15,500 10 6,683] 4.31 55,587] 27.79 
45,263) 4.72 2,690 16,419}10.72) 13,776 9 2,644) 1.72 48,905) 24.46 
7 13,463) 4.87 1,648 4,632] 7.34) 3,468 64 1,164) 1.84 7,115} 8.75 
11,920| 4.26 1,419 8,366| 5.43) 8,102 § 264) 43) 6,951; 8.54 
8 86,950! 7.01 4,600 57,395)15.43)) 44,640 12 12,755] 3.43] 196,466) 40.93 
84,675) 6.83 4,621 §5,122)14.82)| 44,640 12 10,482) 2.82 183,902] 88.81 
9 45,692) 7.88 2,720 34,038]14.62]| 24,446 103 9,592) 4.12) 147,568) 49.17 
41,823| 7.60 2,705 80,633|13.18]| 23,250 10 7,883) 3.18) 140,976) 46.99 
10) 129,031) 5.71 6,686 71,910}23.20 49,600 16 22,310) 7.20] 748,749/149.75 
—on| £400, 000 |Ordinary||Stock—|——_ 
118,444] 6.94 6,660 62,890)20 . 6 45, 878 16 17,015| 5.56) 611,128)152.78 
11} 221,042) 6.03 || 14,150 129,509} — | 100,750 _— 28,759) — 646,068} 58.78 
208,321) 6.51 | 12,581 119, 242|22.1 96 , 863 18 22,379) 4.161,017,310\145.33 
12 54,057| 7.01 4,493 32,126]16.58) 19,375 10 12,751) 6.58 , 722) 49.89 
61,905) 6.56 3, 887 80, 815}16.1 16, 292 8 15,623) 8.12 111,971) 44.79 
13; 67,456) 6.70 4,106 34, 761/21 .83)) 28,875 15 10,886) 6.83] 158,594) 79.30 
63,747| 6.35 4,070 80,598|19.27)| 20,642 13 9,956| 6.27| 157,196) 78.60 
14) 126,910) 6.21 6, 289 66, 089/21 .32] 43,400 14 22,689] 7.32)| 351,741) 87.94 
113,476| 5.69 6,362 §5,018)\17.8 40,073 13 14,945) 4.85] 329,887) 82.47 
15) 69,296} 7.29 4,855 40,029/25.83) 23,250 15 16,779|10.83] 187,735} 93.87 
64,098) 6.75 4,855 35, 284)23.14 22,875 16 12,409) 8.14), 171,959) 85.98 
16 62,215) 7.86 3,691 45,670|14.73] 32,551 104 13,119] 4.23] 194,778] 48.69 
60,417| 7.88 3,632 45,162|}14.60) 380,917 10 14,245| 4.601 186,660) 46.67 
17 82,649] 5.48 7,436 38, 260]16.46] 27,900 12 10,360) 4.46] 154,568) 51.52 
61,762| 4.21 §,036 22,175|15.20) 14,588 10 7, 587| §.20)) 144,208) — 
ly splitinto (ages edandOrdi| nary Sijjock. on£191,282| Deferred |\Stock. 
18 61,956 4,191 -42 28,081 29, 684/18.75]| 19,000 12 10, 684| 6.75) 76,578) 38.29 
53, 206 a 8,919 41 23,626|15.84)) 14,922 10 8,704) 6.84 65,714) 32.86 
19 41,467] 7.28 2,834 .50 22, 900}29 . 55) 9,300 12 13, 600}17 .55) 92,524) 92.52 
389,667| 6.61 2,834 47 20,777) 27 .1 9,175 12 11,602|15 .16 78,923) 78.92 
20 57,042) 7.37 3,637 47 41,523]13.39] 28,675 93 12,848} 4.14 162,901] 40.73 
50,818) 6.43 8,677 47 85, 539)11.7 26, 468 82 9,071| 3.00) 155,062) 38.76 
21 29,151) 5.84 2,781 +56 12,093}15. 60} 9,300 12 2,793) 3.60 38, 648) 38.65 
29,911) 6.17 2,745 67 13,034|16 .91| 9,254 12 8,780] 4.91 36 ,087| 36.09 
Net Net Net 
1,978,385] 6.30 || 119,985 | .38 796,002 |/1,062,398)14.49) 739,619 10.09 1322, 779] 4.40]16, 283,905) 85.70 
1,770,545] 6.21 || 111,362 | .39 788,592 920, 59113 .84) 654,211 9.84 1266, 380 i etl 92.48 


¢ Represents 15 per cent less tax on 400,000 “A” Ordinary Shares, and 10 per cent, less tax on 700,000 “B” Ordinary 


Shares. 
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ScortisH INvEstMENT Trust Compantes—(Continued) 
DEBENTURE* PREFERENCE* ORDINARY* 
BP Highest} Approxi- Highest | Approxi- Highest | Approxi- F 
Per an mate Yield!) par Cent.| _ 224 mate ield} Der Cent. and mate _| Yield 
@ |\Cent.|Lowest | Current) % . "| Lowest | Current | % “| Lowest Current | % 
. Prices | Price Prices Price Prices Price 
43 853-82 83 5.12 - 
; | eee acs cas es . S017 78} 5.10 4613-429 5063 = [4.54 
4 883-85 83 5. - 
ak ea ear dce ri 83-792 | 73 (6.18 4864-4012 | $64 14.74 
41 181-79] 803 {5.28 933-892 93 5.38 155 -115 188 15.32 
21 4 |8@-70| 81k [6.26 5 18/6-18/8|18/6pr£1sh. |5.40 24/3-14/— |31/—per£1sh|5.16 
oe — | — |43(£5 shs.)|85/6-80/-] 82/6 |5.45 £7-£6/8/9| £7 5.71 
CN eS — |— 43 —-:187/9-84/-|85/6pr£sh. |5 .26 625 6x5 | per £6 sh. 15.71 
4 |82-783] 81 {4.94 100 -92 964 [5.18 | 350 -303$ 395 [4.81 
414 |gia-778] 81 | 4.94 5 — 96 = -(|6.21 _ 345 14.98 
4 179-77) 79 |5.06 44 84 -78 81g {5.21 | 205 -158 231 ~=—«(|4.76 
5\l 4 |30a-78| 79 5.06 Be 828-78 80 5.31 164 -135 205 =: | 4.88 
5 197 97 =«|5.15 43 85 -80 84 5.36 185 -140 203 = |4.93 
AN eS ay He 4a = 833 15.36 — 187 15.35 
SS — |— 5 80 -78 80 6.25 81 — 60 91 |6.04 
ieee aes 5 18 -74 80 6.25 60 - 47 81 ‘16.79 
gi 4 |804-78¢] 803 [4.97 43 893-84 852 15.25 260 -1854 256 = |4.69 
Se es — |— 4h 90 -84 87 5.17 183 -179 260 |4.62 
4 |79-78}] 79 |5.06 = — — — 208 -171 220 0.d.!4.77 
14 \31-79| 77a 16.16 _ —_ — — 179 -171 208 =| 4.80 
34 |70 -68 | 684 [5.11 4 80 -77 76 15.23 319 -285 336 = |4..76 
10 
$1 170-67} 70 16 4 82 -78 79 5.06 16  |280 -248 319 |5.02 
4 85/43-62/6 80/3 |3.74 
11/]]| 34 171 -682] 698 5.03 4 82 -763 77 5.19 WW igo; eR” 
Ord.£1sh.|39/—35/6 38/- |5.26 
So le ee ae 4 7 78 6.13} — — — — 
io 44. [82-80] 814 [5.21 5 97 -88} 93 5.38 10 {235 -160 |§See below. | — 
i3/| 4  |80-763| 803 4.97 4h 824-783 81 |5.21]/ 15 |265 -295 305 = |4.92 
4 |898-78 | 80 6 ve 83 -773 80 5.81 18  |231§-1834 265 + 14.90 
ia! 4 [80-73] 81 [4.94 43 834-79 803 [5.28 14 |267 -235 283° 4.95 
4 2a, Ga. We 4B -- 81 5.25 13 - 265 = {4.91 
ri] 4 [794-79] 80 [5 4} 87 -86 88 5.11 15 —|830 -295 325 [4.62 
ee gl ea Se al | ee Ss = — — 16 240 830 14.55 
16/4 [80-78 | 793 [5.03 _ _ — — }} 103 {210 -177 213} 4.92 
4 |82-79| 79 15.06 = — — — f 10 {177 -171 210 ‘14.76 
i7/| 4 |80,-78 | 774 [5.16 4h 874-83 863 [5.23 12 — |2523-196  |||See below. | — 
4 |89t-78 | 79% |6.08 4s 89 -79 87 6.17) 128 = |198 -176 934 165.18 
ig/| 4 [808-77] 81  |4.94 4} 83 -78% 80 biol] 12 \eere=181 250 =‘14.80 
Peace Sie | es 4k 83 273 80 5.31) 10 |196 -159 220 4.565 
igi 4 [92-87] 90 [4.44 4h 87 -86 853 [5.25 12 |240 ~213 235 «15.11 
4 |80-78] 80 {5 = = — _ 9% 196 -163 198 {4.67 
20 4 Ig1-78 | 78k 6.10) — os =i = 9k 1166 -158 199 | 4.66 
arl| 4 [80-79 | 76s = |5.28 5 97 -95 95 5.26] 12 |45/—30/- |45/6per£1sh|5.27 


| 


*APPROXIMATE Prices AND Yinup Pur Cunt. 

§ Deferred Stock increased to £300,000 and converted into— 
200,000 6 per cent ‘‘A” Preference Shares of £1 each (approximate current price, 21s. 44d. per share); and 
100,000 Ordinary Shares of £1 each (approximate current price, 44% per share). 

|| Deferred ees predhig: <P Phere n( 
200,000 6 per cent ‘“A” Preference Shares of £1 each (approximate current price, 21g. 44d. per share); and 
100,000 Ordinary Shares of £1 each (approximate current price, 52 per shane. ‘ aad: , 


APPENDIX G Air 


The Scottish trust companies, unlike most of the English companies, do 
not publish a list of investments with their reports, but generally, in lieu thereof 
they submit tables showing the manner in which the investments are dis- 
tributed and the various classes of securities held, with the amount of capital 
invested in each class. This information is illuminating, and enables the 
stockholders to see for themselves the percentage of capital invested in bonds, 
debentures, or loans, as also the proportion placed in preference or ordinary 
stocks. 

At one time the Income Tax Acts, so far as trust companies are concerned, 
were applied differently in Scotland than in England, and the Scottish com- 
panies suffered to some extent in having to pay income tax on profits realized 
on sales of securities, but this particular distinction has been removed, and 
differences between cost and sale prices of investments are now treated as of 
a capital nature, and no longer fall into income tax computations. 

The debenture stock of the best Scottish trust companies, like the English 
ones, can be regarded, for all practical purposes, as safe as Trustee securities, 
and the yield, at present current prices, is round about 5 percent. The general 
rate of return on the Preference stocks is slightly over 5% per cent, but these 
stocks are very well secured and are an excellent investment of a permanent 
fixed dividend-paying nature. 

As a result of the careful and sound policy displayed in the management 
of these companies, a most satisfactory position, both from a revenue and 
capital standpoint, has been built up, and confidence in their future pros- 
perity is reflected in the high prices now ruling for the ordinary stocks. It 
is somewhat remarkable that the present return on most of these ordinary 
stocks is on a slightly lower basis than that obtainable on the debenture and 
preference stocks, but the progressive nature of the companies and present 
substantial surpluses, remaining after payment of present dividends, indicate 
to the intelligent investor the probability of larger distributions in the future 
as well as possible bonuses arising from the issue of fresh capital, anticipated, 
to an extent, in present prices, 


Inventory 
Number Par Value IssuER ries 
BANKS AND FINANCIAL SOCIETIES 
1,000 shares Fr. 500 | Banque Arlonaise (lib. de 20 p.c.)..........- Fr. 100 
GAGE 500 | Banque de Commerce d’Anvers (lib. de 50 p. c.) 250 
571 « 500 H S « (ib. de20'p..c: 100 
17780 5°" 500 | Banque Commerciale du Congo (lib. de 20 p. c.) 100 
2758. = 500 | Banque du Congo Belge (lib. de 50 p.c.)..... 250 
4,000 “ 500 | Banque Belge pour l’Etranger........ me me 500 
Pte eG 500 + ‘a oi “ (lib. de 25 p. c.) 125 
e754 ees 500) | Banqueide Flandre’... 55. c2 caster sans esi 500 
4,950 “ 500 | Banque Frangaise des Pays d’Orient (lib. de 
OU Ds digo abe, ohiatn israel eee 250 
6,000 “ 500 | Banque Générale du Nord (lib. de 50 p.c.)... 250 
3/8326. < 500 | Caisse Générale de Reports et de Dépéts..... 500 
7H -& 250 | Crédit Foncier d’Extréme-Orient............ 250 
2;930 > 250 _ x . “  (ib.de25p.c.) 62.50 
5,194 beneficiary certif- Société Coloniale Anversoise................ 500 
icates — 
3,695 beneficiary certif- Z x « (lib. de fr. 100)... 100 
icates se 
RAILWAYS AND NAVIGATION 
1,231 ordinary shares | Fr. 500 | Compagnie du Chemin de fer du Congo...... Fr. 500 
9,203 shares 500 | Chemins de fer et Miniéres Prince-Henri..... 500 
O81) * 100 | Cie Frangaise de Chemins de fer au Dahomey. 100 
889 beneficiary certif- — “ « 5 x oct MLE fs * — 
icates 
1,774 beneficiary shares _ $ e * * St rei § 3 = 
6,100 shares £ 1 | Chinese Central Railways (lib. de 50 p.c.)... 12.50 
80 shares deferred 1 ts be Oy Ste een 25 
480 shares Fr. 1,000 | Société Belge de Chemins de fer en Chine... . 1,000 
Siar 500 | Agence Maritime Internationale............. 500 
92% 500 4 s cS (lib. de 50 p.c.) 250 
£703) 48 500 | Compagnie Africaine de Navigation.......... 500 
Bliss 500 | Compagnie Belge Maritime du Congo........ 500 
1,476 registered certif- 100 Zs & bs = (lib. de 
icates BEEN Ge) ut Mita toicacre mM neat Soka HERA 20 
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CoMPOSITION OF THE PorTrFoLio, DECEMBER 31, 1923, BANQUE 
D’OuTREMER (OveERSEAS BANK) OF BRUSSELS. 


Amount 


Fr. 100,000 
571,000 
57,100 
177,800 
689,500 
2,000,000 
343,125 
867,000 


1,237,500 
1,500,000 
1,916,000 
17,500 
183,125 
2,597,000 


369,500 


Fr. 615,500 
4,601,500 
618,100 


76,250 
2,000 
480,000 
286,500 
148,000 
2,396,500 
1,587,500 


29,520 


Number 


8,696 tenths of ordi- 
nary shares 
20tenths of dividend 
paying shares 

6,000 shares 


9,750 no par value 
shares 


4,000 shares 
4,845 preferred shares 
4,691 shares 
890 preferred shares 
96 common shares 
1,740 shares 
4,230 no par shares 


1,100 shares 

4,000 “ 

4,936 preferred shares 

2,126 common shares 

6,001 beneficiary certif- 
icates 

1,595 shares 


8,200 no par shares 
16,107 shares 

1,600 preferred shares 
1,650 common shares 
2,739 beneficiary shares 


5,000 shares 

1,000 preferred shares 
700 common shares 

3,851 preferred shares 

2,577 shares 


Par Value 


Fr. 


50 


250 


500 
500 
200 
500 


500 


500 
500 
500 
500 


500 


500 
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IssUER 


TRAMWAYS 


Tramways et Eclairage de Salonique......... 


“ “« « 


Compagnie Francaise de Tramways et d’Eclai- 


rage Electriques de 


« “ 


Shanghai, 2 or oe 


Compagnie de Tramways et d’Eclairage de 


Pieatsinc jas 


METALLURGICAL ESTABLISHMENTS 


Ateliers Demoor..... 


« “ 


« « 


« “« 


Chaudronnerie et Robinetterie Belges........ 


Hauts-Fourneaux et Aciéries de Differdange- 


St. Ingbert-Rumelange.................-- 


La Métallo-Chimique 


Société Générale Métallurgique de Hoboken... 
Société Métallurgique de Sambre-et-Moselle... 
“« 


“ « 


“« 


COLLIERIES AND MINES 


Charbonnages Réunis 


“Laura et Vereeniging” 


The Chinese Engineering and Mining Co., Ltd. 
Soc An. des Mines de Manganése d’Ouro-Preto 


«“ “« « « “ 


“ “« 


Charbonnages du Pays de Liége aux Awirs... 


ELECTRICITY 


Centrales Electriques 


desiPlandres.. ce 0ne 693 


Société d’Electricité du Brabant............. 


“« “ “« “ 


Société d’Electricité et de Traction.......... 
Société Intercommunale Belge d’Electricité. .. 


Inventory 


Fr. 


Cost 


50 


Fr. 


434,800 


1,500,000 


1,950,000 


2,000,000 
2,422,500 
938,200 
445,000 


870,000 


4,230,000 

550,000 
2,000,000 
2,468,000 
1,063,000 
1,500,250 


797,500 


4,100,000 
402,675 
300,000 


1,369,500 


2,500,000 

500,000 
1,925,500 
1,288,500 


Ss J eee ee en 
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Inventory 


Number Par Value IssUER Cost Amount 
COLONIAL SECURITIES 
564 shares £ 500 | Compagnie Comm. et Agric. d’Alimentation du 
Bas-Congoc(A. Bi"C)in. ci cases eon 500 282,000 
6,111 shares 250 | Sté Auxiliaire, Industrielle et Financiére de la 
Comp. des Chemins de fer du Congo Supé- 
rieur aux Grands Lacs Africains........... 250 1,527,750 
3,333, 4 250 Do. (lib. de 20 p. c.) 50 166,650 
5,000 founders certifi- 250 Do. 250 1,250,000 
cates 
1,570 shares SOO | SOCISLE CHEAS Jc0 Scjersiscnre ec ieicle age en ives renee 500 785,000 
1,364.) 5001) Ciments du Congo: csr slascricoe viscieriec aces 500 682,000 
1,500; = 500) Ciments du Katanga.o...- 10s © secu ors cee nee 500 750,000 
700 preferred shares | Fr. 500 | Cie du Congo pour le Commerce et !’Industrie| Fr. 500 Fr. 350,000 
13318, «"* —_ aie i eh e 5 « 100 131,800 
11500 0" 500 | Cie Cotonniére Congolaise.............-.... 500 575,000 
5.000) <* 100 | Société Belge Industrielle et Miniére du Ka- 
PANIES wiare Stare, ay cale ese wipes selina opie abe eee x erie 100 500,000 
3,500" © 100 | Compagnie du Lomami et du Lualaba....... 100 350,000 
S500) sae _ « = oe SP aster eccsiahe = —_ 
1,000“ 500 | Société pour la Manutention dans les ports du 
Congo, (ib. de:50' ne Ci ee eee eae ee 250 250,000 
340 = FI.P.B. 250 | Maatschappij voor Ondernemingen in Neder- 
landsch-Indié (lib. de 60 p.c.)............ 300 102,000 
DEP aa tas 100 | Nederlandsch-Indische Rubber en Koffie Cul- 
tur Maatscha nil; owe. apkokic oan 200 474,400 
50) * 100 Do. (lib. de 10 p. c.) 20 15,000 
2041 * 250 | Sumatra Caoutchouc Maatschappij.......... 500 1,020,500 
13050 * Fr. 500 | Compagnie des Produits du Congo........... 500 65,000 
Zoi & 500 | Société Roca Porto Alegre..............-5.- 500 1,257,000 
MISCELLANEOUS SECURITIES 
2,840 * 500 | Soc. Belge pour l’Exportation Industrielle. . . . 500 1,420,000 
SRNR Ae 500 | Compagnie Financiére Belge des Pétroles..... 500 1,886,000 
506 anus 500 | Fours 4 coke Semet-Solvay et Piette......... 500 2,698,000 
4385. 4 S00") \lissage La Wandre): ty o. cue se sae ee ee 500 2,192,500 
896 ordinary shares 500 | Soc. anon. Italo-Belge pour l’Ind. des Sucres. . $00 448,000 
1,515 dividend paying — * & ) « ) “« “« — So 
shares 
9,000 shares £ 1 | Marconi International Marine Communica- 
SOR CO 5 osu a.cere chic ct aeee aah cee 25 225,000 
10350 “ Fr. 500 | The New Antwerp Telephone and Electrical 
IWVOXECS creas ae kore's i Besta Mra recs RES ‘ 500 3,517,500 
2,000 * 500 | Société de Téléphonie Privée................ 500 1,000,000 
4,310 “ 250 | Compagnie Soutiére...........0..0eeee eens 250 1,077,500 
Soa) ae 500 | Compagnie Belge d’Assurances “L’Urbaine” 
0% paid Up)... seneners oamerctaeene 100 387,500 


ToraL  |Fr.84,909,045 


—_ 
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Prospectus OF NATION-WipE SEcuRITIES COMPANY 


Series A 


TRUST CERTIFICATES 


of the 


NATION-WIDE SECURITIES COMPANY 
Incorporated under the laws of the State of Colorado, 1924. 


Trust Certificates, coupons attached, payable to bearer. Denomi- 
nation: 


10, 50, 100, 500 and tooo Shares each 


Secured by stocks of 25 leading Industrial, Public Utility, and Railroad 
Companies of America, deposited with The Colorado National Bank of 
Denver, Colorado, Trustee. 


American Locomotive Company 
American Telephone and Telegraph Company 
American Tobacco Company 
The Atchison, Topeka and Santa Fe Railway Company 
Canadian Pacific Railway Company 
The Delaware, Lackawanna and Western Railroad Company 
Eastman Kodak Company (of New Jersey) 
Electric Bond and Share Company 
General Electric Company 
The Gillette Safety Razor Company 
The Great Western Sugar Company 
Louisville and Nashville Railroad Company 
The Mountain States Telephone and Telegraph Company 
National Biscuit Company 
The New York Central Railroad Company 
The North American Company 
Pacific Gas and Electric Company 
The Pennsylvania Railroad Company 
The Pullman Company 
Southern Pacific Company 
Standard Oil Company of New Jersey 
The Studebaker Corporation 
Union Pacific Railroad Company 
United States Steel Corporation 
F. W. Woolworth Company 


* * * * * 


Total dividends paid by above companies—About £4,000,000,000 
415 
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Trust CERTIFICATES 


Offer every requisite of a sound investment: security, good return, ready 
market, diversity, long maturity, stability in price, and permanency of 
dividends. 

On account of the wide diversity of the above enterprises, these Trust 
Certificates provide an investment, which, based on the income from these 
25 corporations, is much safer than if dependent on that of any single one. 


Dividends Quarterly 


These Trust Certificates are rated A, By Moody’s Investors Service. 


OBJECT 


This is an Investment Trust, with Certificates issued in units adaptable 
to the needs of every investor. 

The Certificates are secured by seasoned, marketable, dividend-paying 
stocks of 25 of the largest and strongest corporations of their kind in America 
(hereinafter referred to as the Combined Companies). These stocks are 
deposited, as designated below, with the Colorado National Bank, as Trustee, 
(hereinafter referred to as the Bank). 


INVESTMENT TRUSTS 


Are comparatively new in America, but have been in successful operation 
in England and Scotland for many years. 

The intent of all Trusts is the same,—to provide an investment offering 
the greatest possible safety, combined with a good return. 

The Nation-Wide Securities Co. (hereinafter referred to as the Securities 
Company) is strictly a holding company, and neither it, nor the Bank, has 
any connection with the management, financing or operation of any of the 
Combined Companies. 


SAFETY 


The safety of Trust Certificates hinges upon the principle of buying high 
grade securities, in many lines of business, with wide geographical 
diversification. 

The large investor has always done this, to insure the safety of his principal 
and income, but the small investor, from lack of capital, has never been able. 
Trust Certificates now give him such an opportunity. 


ORGANIZATION 


Stocks of the Combined Companies, in amounts as specified below, with 
a total par value of $12,500, owned by the Securities Company, are deposited 


APPENDIX J 417 


with the Bank, and the Bank delivers and certifies Trust Certificates in blocks 
of 2500 shares. 

The smallest Certificate is for 10 shares, thus giving the holder a 1/250 
participation in the dividends paid by each block of 300 shares of the Com- 
bined Companies. 


DIVERSITY 


The Combined Companies deal directly, and in every instance, with 
necessities; while their revenue comes indirectly from every known business 
and section in the United States. 

These stocks have been selected with the object of securing the maximum 
of safety, yield and ready market; combined with such stability in price, and 
certainty of income as can be assured by no company in any single industry. 


} Par Value 
in Each 
CoMBINED COMPANIES Block 

POGEAINGHICATELOCOMOMVE suees cme h osha Ne sito cine es $ 500 

PEARETICAL Lele NONE wa rien lo. sie eae at ee eee 500 

BeNIMeKICAny LOUACCO Ass aes Pose ee a etree c ccch sor coe sess I,500 

Atchison, Topeka and Santa Fe.. Suis Broa td vaeale aks eae elena 100 

Canadian Pacific. . ae Peotone HTS Oe 700 

Delaware, Lackawanna and Western. Se rs ANE iene aytt 100 

X * Eastman Kodak (New Jersey). . ce PEL on en A RAN 100 

PalectEe BOnGsandushareejials eccren sae ise Ba ee Ee 100 

SACRE TA ty EO CELIC So pert rogeh oie ce oy case ered a aes CR Ges ORI oho 100 

XX * Gillette. . Sig oe StdG a aS ES Se an a at EO one 100 

* Great Western Sugar. . Wee SS Wee re Mam oem | re ae I,400 

Vissiwille aad Nasbvillac - oi 3006lo as eed 100 

IMouritainsotates WP elephone. is; sesetecoimis erat s ayatehei-b ots se or lias 500 

STEHT LY SIGC USM oh eer oe ie TS ate Ee a ene Sree. care ee 100 

Newey OFks Centtalise sea sf ores ee erie se ad tie ead a Sante eats 500 

INGORELICANATIETICATIO Nae Asean here tal ren Te a TT EE Gee en ee anes I, 100 

Pacitic teas) and: WIECEFIGs ad a otataieiai ase eestee tellin se een enanemte I, 400 

BPD ERTS WAV ANIA assay tte oozes ate Sun erig ce ins bests adelaeeicdo a Mar 08 sie oak 800 

SEs ig Lentils eee carpets, SRR ETS oy unos Sas, oUt ged) a deuese fora, See 100 

Southern Pacific. . hs RaSh Ei Mune iy Jaa ee eS amma. 100 

* Standard Oil (New Jersey)... tt RRND TACs RES ree 100 

** Studebaker. . Se Oe Ae Aes ere ape AL ern ae by 100 

Union Pacific. . BCA EA Oe 5 bo Scie PTO ae TOC 2,000 

* United States Sid ee AS Shoes oN why epee ch 300 

* Woolworth.. pW SE IE Ctee aera roo 
Total number of shares of above companies. . Guise Kee. 

ft $12, 500 


* Largest of its kind in world. 

** Preferred. All other ner are Common. 
X Par taken as $100. f As of Dec. 22, 1924. 
XX Par taken as $50. 


SELECTION 


All are sound, seasoned, marketable stocks, with long established dividend 
records. 
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They represent great railroad systems, which, combined, reach from the 
Atlantic to the Pacific, from Canada to the Gulf. The Public Utilities include 
the leaders in their respective lines. The Industrials represent vital and basic 
industries. 

Each of the 25 stocks has been selected as being among the best in its par- 
ticular class or location, with the prime object of insuring safety of principal, 
and permanency of dividends. 

Among them, one has had an active market in Denver for 20 years, two 
are quoted on the New York Curb, the rest on the New York Stock Exchange. 

Am. Locomotive, Eastman Kodak and Gillette have no par value; $10 is 
par for North American; $25 for Great Western Sugar, National Biscuit, 
Standard Oil of N. J., and Woolworth; $50 for Am. Tobacco, Delaware, 
Lackawanna & Western, and Pennsylvania; $100 for the others. 

In 5 of the 25 we have specialized for a long time—American Telephone, 
Great Western Sugar, Gillette, Mountain States Telephone, North American. 
All rank high, for able management, steady growth, financial strength, liberal 
return, and promise of long continued dividends. 


DIVIDENDS 


Dividends are payable quarterly; Jan. 1, Apr. 1, July 1, Oct. 1, at The 
Colorado National Bank, Denver; at Kountze Brothers, New York; or the 
Bank of California, San Francisco. 

Certificates purchased on other than a dividend date do not have the 
next maturing coupon attached, but instead a dividend check will be sent 
the purchaser at the rate of 6% per annum from the date payment is received. 
All other coupons are attached and share in dividends each quarterly period. 

Cash dividends, regular or extra, paid by the Combined Companies, and 
received by the Bank, are paid quarterly by the Bank pro rata to holders of 
Trust Certificates. 

All stock dividends, or rights, paid by the Combined Companies are sold 
at market by the Bank, and the proceeds, above all expenses, are distributed 
pro rata to holders of Trust Certificates. 

Dividends are paid without deduction for the Bank’s services, since the 
latter is paid by the Securities Co., unless such deduction should be required 
by some future law of the United States, or of its political subdivisions. 


Extras aNp Ricuts 


Holders of Trust Certificates benefit by all extra dividends and rights. 
Two stocks, included in this Trust, show how these may add largely to 
income, 

American Telephone recently offered Treasury stock to its stockholders, 
which rights, when sold, added about $3.75 per share to the $9 per share 
annually paid in regular dividends. 

Great Western Sugar has paid $22,211,000 in regular dividends on its 
Common stock, and $24,525,000 in extra dividends. 
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Non-ASSESSABLE 


Trust Certificates carry no voting power, are full paid and non-assessable. 

In case of any change in any of the Combined Companies, incurring 
expense chargeable to their stockholders, the Bank shall pay the proportionate 
cost for such shares of stock as it holds, and deduct such amount from future 
Dayments. 


ISSUANCE 


Trust Certificates amounting to blocks of 2500 shares (no par value) 
each will be issued whenever units of stock of the Combined Companies are 
deposited with the Bank. 


SUBSTITUTION 


When buying additional stock of the Combined Companies for other 
units of this Trust, if, on account of price changes or for any reason one or 
more of the Combined Companies shall be omitted, the sum so set aside for 
such purpose shall be invested in the remaining stocks. Each unit shall rank 
alike in value with every other unit. 

If, through sale of property or retirement of stock, or for any reason, the 
shares of one or more of the Combined Companies are sold, the proceeds thus 
received shall be re-invested in shares of any of the remaining Combined 
Companies, but in no other, thus continuing the Trust in the same high type 
of security. 

Trust Certificates, in small denominations, may also be exchanged for 
larger ones, totaling the same par value, or vice versa. 


CourPpons 


Each Trust Certificate carries 40 quarterly dividend coupons, dated 
Jan. 1, 1925, to Oct. 1, 1934, inclusive, on which latter date, unless the Trust 
has been terminated, the Bank will supply a similar set of 40 quarterly coupons 
with the same serial number, running from Jan. 1, 1935, to Oct. 1, 1944, 
inclusive. 


RESTRICTIONS 


All units shall be as appears above, unless changed by sale or substitution, 
in which case approximately the same ratio as in the first unit shall be pre- 
served between Industrial, Public Utility, and Railroad stocks. 

All stocks shall be selected from the Combined Companies, and from 


no others. 
MATURITY 


This Trust may run for 20 years, but may be terminated or extended, in 
either event, by 60 days’ notice in writing to the Bank, when signed by owners 
of 75% in value of all outstanding certificates. 
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The holder or holders of a total of 2500 shares Trust Certificates may also 
request the Bank on 10 days’ written notice to sell one of the units of stock 
of the Combined Companies, which the Bank shall do, in numerical order, 
and pay the proceeds to the holder of said Certificates. 


INDIVIDUAL PURCHASES 


If, instead of buying Trust Certificates, the small investor attempts to 
apply the same sound principle of diversity by buying one share each in 
different companies, he may buy a number of high grade securities, but, on 
account of limited resources, he can purchase only a few. 

He is also at a disadvantage as to price, since quotations on the New 
York Stock Exchange are for 100-share lots, so when buying I-share lots, he 
is obliged to pay the minimum commission, which is proportionately much 
greater than for board lots. 

Odd lots invariably cost above the market, and are frequently impossible 
to buy promptly. When selling, he again encounters the same difficulties; 
sacrifice of price, large commissions, and slow execution. 

Trust Certificates provide a sound investment for any sum, in round 
numbers, from $100 up. The 500 and t1ooo-share Certificates are suitable 
for larger amounts. 


YIELD 


No two active stocks, even in the same class of business, long give identi- 
cally the same yield, but from their varied nature and wide difference in earning 
power, some stocks yield much more than others, without sacrifice of safety 
or marketability. 

Trust Certificates return a higher yield by selecting stocks of the Com- 
bined Companies in the combination specified, than by buying equal amounts 
of each. 

In the brief analysis of the Combined Companies, we direct special atten- 
tion to the description of the six which have the largest sums invested in their 
stocks, which have been selected for liberal yield, combined with proven 
earning power, and financial strength. 


MARKET 


Trust Certificates may vary fractionally in price with the aggregate price 
of stocks of the Combined Companies, and amount of dividends accrued on 
each, but by avoiding the wide fluctuations to which individual stocks are 
subject, they provide an unusually stable investment.'}  *4 

Since they are in bearer form, they require no transfer, thus saving time 
and expense when buying or selling. They also sell at net prices, requiring 
no additional commissions. 

Certain other types of investment, which offer similar security are heavily 
taxable, while the freedom of Trust Certificate dividends from taxation under 
the present Normal Federal Income Tax allows a higher net yield. 
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It is expected that these Trust Certificates will have a wide distribution 
throughout the United States, and command a broad and active market. 
They offer American investors their first opportunity to participate in 
the combined dividends of these 25 great corporations. 
The two largest in the world are included in the list, but their huge income 
is dwarfed by the earnings of the Combined Companies. 
All sales are for Denver delivery, and for settlement in Denver exchange. 
We recommend these Certificates for investment. Price on application. 


Dividends are exempt from present Normal Federal Income Tax. 


All statements and figures are obtained from official sources or others we consider reliable. 
ey are not guaranteed, but we believe them to be accurate. 
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ConDITION AND INCOME STATEMENT INVESTMENT TRUST 
CERTIFICATES, SERIES A, INVESTMENT MANAGERS 
Company, New YorK 


To Holders of 
INVESTMENT TRUST CERTIFICATES, SERIES A 


The Indenture under which your Certificates are issued provides for an 
annual report covering the condition of Investment Trust Fund as of De- 
cember 31st in each year, but we feel that in this first year you are entitled 
to a statement covering the period ended June 30th. 

The first Certificate was issued January 13, 1925. At the close of business, 
June 30, 1925, the aggregate face value of Certificates outstanding was $2,- 
189,900, representing a total of 218,688 shares, issued at an average value of 
$1,001.38 per 100 shares. 

The actual value of the fund, based on closing quotations (June 30th) for 
the securities held, in accordance with the terms of the Trust Indenture, was 
$2,259,581.19, or $1,033.24 per 100 shares outstanding. 

Statements of Condition at the close of business, June 30, 1925, and of 
Income for the period, duly certified by the Auditor, will be found on the 
following pages. 

Respectfully submitted. 
EpGar L. SMITH, 
President. 
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INVESTMENT MANAGERS COMPANY 


INVESTMENT Trust Funp A 


STATEMENT OF CONDITION 
as at Close of Business, June 30, 1925. 


ASSETS 

SECURITIES OWNED (Market Value ae 400. ene agCost hai aetet $1, 512,831.84 
INTEREST AND DIVIDENDS RECEIVABLE. . ee ae ates 15,716.94 
ee res ES rag) So bine a, 700,000.00 
BING Fes oit Gea e es APTA SOc EE GST TOLER IE SUR AL pea 14,957.20 

$2, 243,505.98 

LIABILITIES 
INVESTMENT TRUST CERTIFICATES OUTSTANDING................ $2,189,900.00 
(Representing 218,688 Shares in Fund) 

Dur INVESTMENT MANAGERS COMPANY... 1.0.0... cece eee eee ee 2,857.36 


(Management Compensation in respect of the 
quarter year ending June 30, 1925, pay- 
able July 1, 1925) 
PROVISION FOR DISTRIBUTIONS AT RATE OF 5% PER 
ANNUM ON FACE VALUE OF CERTIFICATES: 


Payable July 2, 1925.. . $23, 204.29 
Payable October 2, oe “(On Ctfs. cd 
GUNN JUNE NTO 25) eee-aa eAeiverd ease 341.30 
agar ee 23,635.59 
UNDISTRIBUTED INCOME (per Income Account)..............++. 27,103.03 


$2, 243,505.98 
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INVESTMENT MANAGERS COMPANY 


INVESTMENT Trust Funp A 


STATEMENT OF INCOME 
Period from Jan. 10, 1925, to June 30, 1925 


Rate per cent 

per annum on 

Average Face 

Value of Ctfs. 

Outstanding 

INCOME: $69,772.51 9.26% 
Consisting of— SSS —= 
Interest Income. 5252 s.<+-. a> a. $ 4,916.03 65 
Profit from Sales of Securities... 25,628.56 3-40 
Mividends tects rs ae emcees 39,227.92 5.2% 

DEDUCTIONS: 4,988.80 66% 
Management Compensation....... $ 4,879.62 65 
Miscellancouste.= sass e ws ache nas rog.18 OI 

$64,783.71 8.60% 

LIISERIBUTIONS ter av ei caktecr se scan teas tence 37,670.68 5.00% 


UINDISTRIBUTED FINCOMBE: ce ces os <ciakiaclosistien cite $27,113.03 3.60% 


AGGREGATE Net VALUE OF SHARES 
Represented by Outstanding Certificates June 30, 1925 


Total Per 
100 Shs. 
Face Value of Certificates Outstanding. ........... $2,189,900.00 $1,001.38 
Undistnibuted TIncometn ac coessan ee town venteen 27, 113.08 12.40 
Unrealized Profit in Securities Owned: 
Market Value, June 30, 1925.. $1,555,400.00 
Book Value, Gost... .<..<... “2, §12, 837. 8a 42,568.16 19.46 


AGGREGATE NET VALUE OF SHARES........... $2,259,581.19* $1,033. 24* 


* After deducting Management Compensation for the quarter ending June 30, 1925, 


paves eae I, 1925, and accrued provision for Distributions at the rate of 5% per annum on 
‘ace Value of Certificates, 
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ProsPEctus oF Mip-Evropean CorPoraTION 


(From London Financial Times) 


A copy of this Prospectus has been filed with the Registrar of Joint Stock Companies 


Application will be made in due course to the Stock Exchange Committee for 
special permission to deal in and for an Official Quotation of the whole 
of the Shares of the Corporation. 


The Subscription List will be closed on or before the 13th November, 1924. 


THE MID-EUROPEAN CORPORATION LIMITED 
(Incorporated under the Companies Acts, 1908 to 1917.) 


Capital Authorised - £1,000,000 in Shares of £10 each. 
Capital Issued - - - £400,000 in Shares of £10 each. 
Issue of 


60,000 SHARES oF £10 EAcH 
AT £10 Ios. PER SHARE, 


ranking for dividend pari passu with the existing Shares of the Corporation. 


HamsBros BANK LIMITED 


are authorised by the Corporation, as its Bankers, to receive Subscriptions 
for the above 60,000 Shares at £10 10s. per Share, 


PAYABLE AS FOLLOWS: 


On Apphcation=" = = + «= = +=" Sa 40° 0 : : 
On Allotment - - - - - - - £g§ 10 © (including ros. premium), 
At Call, subject to one month’s notice - £2 10 o 

Directors: 


Henry CHARLES Hamsro, 70, Old Broad-street, London, E.C.2, Director of 
Hambros Bank Limited (Chairman). 

Harotp BENDIXSON, 70, Old Broad-street, London, E.C.2, Director of Ham- 
bros Bank Limited. 

Percy CHARLES Crump, O.B.E., 142, Holborn-bars, London, E.C,1, Fellow 
of the Institute of Actuaries. ; rs 

Jutran Day, M.C., 13, Austin Friars, London, E.C.2, Director of British 
Trade Corporation. 

NorMAN EpwWArD HOoLbDEN, of Haes and Sons, 24, Throgmorton-street, London, 

‘E.C.2, a member of the London Stock Exchange. 
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Epwarp De STern, Pinners Hall, Austin Friars, London, E.C.2, Managing 
Director of Constructive Finance and Investment Company, Limited. 
Lieut.-CoL. THE Hon. FRANCIS VERNON WILLEY, C.M.G., C.B.E., M.V.O., 
6, Dean’s-yard, London, S.W.1, Governing Director of Francis Willey 
and Co., Ltd. 
Bankers: 


Hampros Banx LimitTeED, 70, Old Broad-street, London, E.C.2. 
BRITISH TRADE CORPORATION, 13, Austin Friars, London, E.C.2. 


Solicitors: 
LINKLATERS AND PAINES, 2, Bond-court, Walbrook, London, E.C.4. 


Auditors: 


GrorGE A. TOUCHE AND Co., Basildon House, 7-11, Moorgate, London, E.C.2. 
Chartered Accountants. 


Secretary and Registered Offices: 


REGINALD JAMES GODFREY, Broad-street House, New Broad-street, London, 
E.C.2° 


Chartered Secretary. 


PROSPECTUS 


The Corporation was formed in June, 1924, for the purpose of investing 
its funds in Central Europe to take advantage of the high rates of interest 
and the general want of Capital on the Continent. 

Of the authorised capital of £500,000, divided into 50,000 Shares of £10 
each, 40,000 Shares were subscribed privately at par. 39,990 of these Shares 
have been called up to the extent of £7 10s. per Share, and the remaining 
10 Shares have been paid up in full. The uncalled balance of £99,975 will be 
called up so as to be payable with the final instalment payable on the Shares 
of the present issue. 

The bulk of the available capital of the Corporation has already been 
employed in making advances at advantageous rates to various Continental 
undertakings of good standing. In connexion with these advances the Cor- 
poration has acquired options over certain blocks of Shares which, under 
improving conditions on the Continent, should be of great value. 

To enable the Corporation to deal with business now offered by some of 
the most important concerns on the Continent, the Directors have decided to 
increase the capital to £1,000,000. 

The Corporation is in cooperation with the following banks and bankers 
abroad:—L. Behrens and Sohne, in Hamburg, Niederoesterreichische Es- 
compte-Gesellschaft, in Vienna, Comptoir d’Escompte de Geneve, in Geneva, 
and Pester Ungarische Commercial Bank, in Budapest. 

The Shares of the present issue will rank for dividend pari passu with the 
existing Shares, and will therefore carry the same dividend. 

The whole of the 60,000 Shares now being issued have been underwritten 
for a commission of 2 per cent., and an overriding commission of 4 per cent., 
by Messrs. Haes and Sons, of 24, Throgmorton-street, London, E.C.2, in which 
firm Mr. Norman Edward Holden is a partner, under a contract between them 
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and the Corporation dated 6th November, 1924. Messrs. Haes and Sons have 
entered into various sub-underwriting contracts. 

The Articles of Association provide as follows with regard to the qualification 
and remuneration of the Directors:— 


_ , 80. The qualification of a Director shall be the holding alone and not 
jointly with any other person of Shares of Stock of the Company of the nom- 
inal amount of £100. 

81. A Director may act before obtaining his qualification, but if not already 
qualified shall obtain his qualification within two months after his appoint- 
ment, or in default his office shall be vacated. If a Director so appointed 
at any time after the expiration of two months from the date of his appoint- 
ment ceases to hold his qualification his office shall be vacated. A person 
vacating office under this Article shall be incapable of being reappointed a 
Director until he shall have obtained his qualification. 

82. The remuneration of the Directors shall be calculated as follows: As 
soon as may be after the termination of each financial year of the Company 
the Auditors of the Company shall certify in writing the amount of the profits 
earned during that year and available for distribution among the Shareholders 
of the Company (whether actually divided or not) before charging taxation, 
and after making provision for payment of the interest on any Debentures 
or Debenture Stock of the Company for the time being outstanding, and the 
Sinking Fund payments, if any, payable in respect thereof during that year. 
Five per cent of the amount so certified by the Auditors shall be divided 
between the Directors in such proportion as the Board may from time to 
time determine. 

83. All Directors shall be entitled to be paid all reasonable expenses 
incurred by them in the fulfilment of their duties as Directors, including 
expenses of attending meetings of the Board and meetings of the Company 
or any class of Shareholders. 


Every Share in the Corporation gives the right on a poll to one vote. 

The minimum subscription upon which the Directors may proceed to 
allotment is seven Shares, but the whole of the present issue having been under- 
written, the Directors propose to proceed to allotment immediately after the 
closing of the list. Copies of the Memorandum and Articles of Association of 
the Company and of the Underwriting Contract can be seen at the Offices of 
the Corporation’s Solicitors during the time the list remains open between the 
hours of Io a.m. and 5 p.m. 

The preliminary expenses connected with the formation of the Corporation, 
including £5,000 stamp duty on capital, amounted to £10,376. 

In allotting the Shares the Directors will give special consideration to ap- 
plications made by existing Shareholders of the Corporation. 

Application for the Shares should be made on the accompanying form, and 
forwarded with a cheque for the amount payable on application to Hambros 
Bank Limited, 3a, London Wall Buildings, London, E.C.2, 70, Old Broad- 
street, London, E.C.2, or at Norway House, 21, Cockspur-street, London, 
8.W.1. 

If no allotment is made the deposit will be returned in full, When a less 
number of Shares is allotted than is applied for, the surplus paid on applica- 
tion will, so far as is necessary, be credited in reduction of the amount to be 
paid on allotment, and any balance will be returned. 
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Interest at the rate of seven per cent. per annum will be charged on all 
instalments unpaid at the due dates. Default in payment of any instalment 
by its proper date will render the deposit and any instalments previously paid 
liable to forfeiture and the allotment to cancellation. 

A brokerage of 2s. per share will be payable on applications bearing a broker’s, 
banker’s, or agent’s stamp. 

A copy of the Memorandum of Association of the Corporation is printed on 
the back of the Prospectus, and forms part thereof. 

Prospectuses and Forms of Application can be obtained from the Offices of 
the Corporation, Broad-street House, London, E.C.2, Hampros Bank Ltp., 
3a, London Wall Buildings, London, E.C.2, 70, Old Broad-street, London, 
E.C.2, or Norway House, 21, Cockspur-street, London, S.W.1, the BRITISH 
TRADE CORPORATION, 13, Austin Friars, London, E.C.2, Messrs. Hags 
& Sons, 24, Throgmorton-street, London, E.C.2, or from Merssrs. Bucu- 
ANAN, GAIRDNER, & TENNANT, 19, St. Vincent-place, Glasgow. 

Dated the 1oth day of November, 1924. 


INDEX 


A 


Accountinc (See also “Profit and Loss 

Statement’’) 

Accrued interest and dividends, crediting, 
150 

Auditor’s reports, current valuation of 
Investments, 139 

Balance-sheet figures vs. market quota- 
tions, 124 

British financing companies, gains on 
realization, 134 

Capital gains and losses, 128 

Contingent funds, 131 
profit on turnover credited to, 131 

Market quotations, balance sheet figures, 
VS., 124 

Payment of dividends when capital is 

impaired, 

conservative practice, 150 
generally accepted principles, 148 
Great Britain, 145, 150 
United States, 143 

Problems, 124-157 
synopsis of, 124 

Records, accuracy and detail, 156 


Reports for stock and certificate holders, 


154 
Reserves, 129 
Valuation of investments, 
factors of safety, 137 
methods of, 141 
ACCRUED DiviDENDs, Crediting of by Brit- 
ish investment trusts, 150 
AccruED INTEREST, Crediting, by British 
investment trusts, 150 
AGRICULTURAL CREDIT INSTITUTIONS, 233- 


23 
Federal Farm Loan System, 234 
ALEXANDER FUND, 308 
ALLGEMEINE ELECTRICITATS GESELLSCHAFT, 
22 
Oe nce INVESTMENT Co., L1., 
Diversification of risk, 83 
Dividends, 184 
ALLIANCE Trust Co., LtD., 
Dividends, 183 
Prospectus of new issues, 73 
Reserves, 171 : 
ALLOTMENT LETTERS, Stamp duties, 72 
Atwyn CorPoRATION, 306 
Distributions to certificate owners, 307 
Management compensation, 307 
AMERICAN AND CONTINENTAL CORPORA- 
TION, 256 
AMERICAN AND ForEIGN PowER Co., 240 


429 


AMERICAN BELGIAN FINANCIAL CoRPORA- 
TION, 260 
AMERICAN-EUROPEAN Utitities Corpora- 
TION, 209 
AMERICAN FINANCING COMPANIES, 230-263 
(See also “Agricultural Credit Institu- 
tions,” “Financing Investment Trusts,” 
“Holding Companies’’) 
Commercial Investment Trust Corpora- 
tion, 232 
Electrical Securities Corporation, 235 
Foreign interests, 357 
Growth of, 11 
Operating as financing investment trusts, 


357 
War, effect on, 249 
AMERICAN Financine Investine Trusts, 
American and Continental Corporation, 
256 
American Belgian Financial Corporation, 


2 

American-European Utilities Corporation, 
2590 

American financing companies, operating 
aS, 357 if 

American Foreign Securities Co., 253 

American International Corporation, 249 

American State Securities Corporation, 
247 

American Superpower Corporation, 246 

Electric Investors Incorporated, 244 

European Shares Incorporated, 258 

Foreign Bond and Share Corporation, 
254 

Foreign Finance Corporation, 253 

Foreign Trade Financing Corporation, 


252 

General Public Service Corporation, 247 

German Credit and Investment Corpora- 
tion, 259 

International Power Securities Corpora- 
tion, 235 

National Food Products Corporation, 248 

North American Utilities Security Cor- 
poration, 248 

Overseas Securities Corporation, 254 

Swedish American Investment Corpora- 
tion, 258 

Traction and Power Securities, Ltd., 248 

United States and Foreign Securities Cor- 
poration, 256 


AMERICAN AND FOREIGN POWER Co., 


Swiss interests in, 226 


AMERICAN ForEIGN SECURITIES Co., 253 
AMERICAN FounpDERS Trust, Fiscal agent 


for International Securities Trust, 296 


430 

AMERICAN INTERNATIONAL CORPORATION, 
249 

AMERICAN INVESTMENT AND GENERAL 
Trust Co., 


Dividends, 183 
Investments, shifting of, 197 
American INVESTMENT Trusts (See also 
“Collateral Trust Bonds,” ‘‘Common 
Law Trusts,” ‘‘Massachusetts Trust,” 
“Preferred Stock,’ “Short-Term 
Credit”’) 
Alexander Fund, 308 
Alwyn Corporation, 306 
American Bond and Share Corporation, 
328 
American Founders Trust, expense, 163 
Anti-trust legislation, not affecting, 24 
As associations, 32 
As joint management agencies, 300 
Bankstocks Corporation, 320 
diversification of risk, 82, 86 
Bond Investment Trust, 314 
certificates of beneficial interest, 37 
common stock with par value, 40 
declaration of trust, 13 
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Endowed institutions, investment prob- 
lems of affecting, 336 
Expense, 163 
arrangements, 163 
Financial Investing Co., 326 
common stock privileges, 39 
common stock with par value, 40 
geographical distribution of risk, 86 
First Investment Co. of New Hampshire, 
318 
common stock without par value, 4o 
preferred stock, 44 
Formal type, 311 
Geographical distribution of investments, 
85 
Importance, 4 
Income, sources of, 158 


INDEX 


AMERICAN INVESTMENT TRusTs—(Conf d) 
Incorporation, 26-32 
under banking laws, 31 
under Edge Act, 26-31 
under State law, 31 
International Securities Trust of America, 
282-208 
balance sheet, 377 
borrowing methods, 54 
capital outstanding, 379 
classed as association, 39 
common stock rights, 39 
common stock without par value, 40 
diversification of risk, 84 
estimated surplus, 379 
expense arrangements, 163 
geographical distribution of invest- 
ments, 85, 93 
income account, 379 
investment restrictions, 95 
portfolio, 118 
preferred stock, 47 
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reserves, 166 
Joint Stock Securities Co., 323 
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British INVESTMENT TRrusts—(Continued) 
Continental institutions differentiated 
from, 223 
Contingent funds, 131, 203 
Debenture Corporation Ltd., secured de- 
bentures, 50 
Debenture Securities Investment Co. Ltd., 
debentures, 51 
distribution of risk, 87 
dividends, 184 
geographical distribution of invest- 
ments, 85 
Debentures, 
outstanding, 354 
ratio of, 42, 188 
Development, 
British war finance, 196 
greater interest in domestic issues, 200 
increased investment in Latin America, 
199 
larger ratio of prior lien securities, 201 
shifting of holdings, 197 
since 1903, 194 
since the World War, 107 
tendencies in, 187-206 
Directors, trustee responsibilities of, 121 
Dividends, 
average, 185 Ke 
causes of failure to pay, 184 
Domestic corporations engaged in foreign 
business, holdings, 200 
Early, 190 
Earnings, favorable, 205 
Edinburgh Investment Trust, 
analysis, 174-181 
dividends, 183 
new companies organized by, 120 
English differentiated from Scottish, 195 
Expenses, ratios of administrative, 163 
Experience, long, 204 
First Scottish American Trust Co., Ltd., 
distribution of risk, 83 
Fleming (Robert) & Co., 98 
interests, 351 
reserve policies, 171 
Foreign, American. and General Invest- 
ments Trust Co., investments, 197 
Foreign and Colonial Investment Trust 
Co;; Ltd; 
distribution of risk, 87 
investments, 197 
limitation of borrowings, 51 
Foreign exchange, effect on holdings, 197, 
199 
Foundation, 193 
Founders shares, 77 
Gas, Water and General Investment 
Trust, Ltd., 
diversification of risk, 83 
effect of Baring crisis on, 193 
suspense account, 136 
General and Commercial Investment 
Trust, Ltd., 145 
debentures, 51 
dividends, 184 
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British INVESTMENT Trusts—(Continued) 
General Investors and Trustees, divi- 
dends, 184 
Government and General Investment 
Co., dividends, 183 
Group agencies, 98 
Holdings (See “‘ Portfolio’’) 
Importance to underwriting, 97 
Income, 
miscellaneous sources, 160 
sources of, 158 
Independent Investment Trust, Ltd., 
credit cycle as factor of, 110 
Indian and General Investment Trust, 
Ltd., diversification of risk, 83 
Industrial and General Trust, 
directors’ fees, 161 
diversification of risk, 83, 89, 90, 91, 92 
dividends, 183 
investments, 199 
revenue account and balance sheet, 380 
Interlocking directorates, 120 
Investments, 
in Latin America, 199 
in the United States, 198 
Investment Trust Corporation, Ltd., 
directors’ fees, 161 
distribution of risk, 89, 90, 92 
dividends, 183 
memorandum of association, rr 
Investment yield, 159 
Joint management, 120 
Listing of securities, 70 
London and Colonial Investment Corpo- 
ration, dividends, 184 
London and New York Investment Cor- 
poration, 
debentures, 51 
dividends, 184 
London Trust Co., dividends, 184 
Management, 
disinterested, 204 
expenses, 160 
Memorandaofassociationof,illustrated, rz 
Mercantile and Anglo group, 351 
Mercantile Investment and General Trust 
Go. Ltd; 
directors’ fees, 161 
dividends, 167 
Merchants Trust, 
dividends, 184 
investments in Latin America, 199 
preferred stock, 44 
Metropolitan Trust Co., 
dividends, 183 
reorganization, 185 
reserves, 171 
Municipal Trust Co., organization, ror 
New companies, splitting of capital into, 
121 
New Imperial Investment Trust, 193 
New Investment Co., dividends, 184 
Northern American Trust Co., 
distribution of risk, 89 
reserves, 171 
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British INVESTMENT Trusts—(Continued) 


Omnium Investment Co., directors’ fees, 
161 : 
Organization, 
chronological table, 358 
corporate, 202 
to effect financial rearrangements, 9 
Payment of dividends while capital is 
impaired, 145 
impaired, 145 3 
conservative practice, 150 
Portfolio, 
domestic issues in, 200 
management, 202 
market and balance sheet valuation, 
202 
shifting of since the World War, 197 
Preferred stock, 
rates, 43 
voting rights, 45 
Prospectuses of new issues, 73 
Railway Debenture and General Trust 
Co., Ltd., distribution of risk, 87 
Railway Share Trust and Agency Co., 
directors’ fees, 161 
Redeemable Securities Investment Trust, 
shares, 40 
Reserves, 203 
two classes of, 133 
River Plate and General Investment 
Trust Co., dividends, 183 
Scottish American Investment Co., Ltd., 
capital rearrangements, 169 
Scottish and Dominions Trust, preferred 
stock ratio, 42 
Scottish and Foreign Trust, Russian bond 
investments, 185 
Scottish differentiated from English, 195 
Scottish Investment Trust, new com- 
panies organized by, 120 
Scottish National Trust, raising of cap- 
ital, 78 
Scottish Northérn Investment Trust, dis- 
tribution of risk, 89, or 
Second Edinburgh Investment Trust, 
analysis, 181 
profit and loss account, 136 
Second Guardian Trust, 
management expenses, 162 
raising of capital, 77 
shares, 41 
Second Industrial Trust, Ltd., distribu- 
tion of risk, 90, or, 92 
Second Mercantile Trust, raising of cap- 
ital, 78 
Second Scottish American Trust Co., 
Ltd., distribution of risk, 83 
Second Scottish Investment Trust Co., 
dividends, 184 
Second Scottish National Trust Co., Ltd., 
voting rights, 44 
Second Scottish Northern Investment 
Trust, preferred stock ratio, 42 
Securities of, values and yields, 172 
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British INVESTMENT TRusts—(Continued) 
Shares, 
outstanding, 354 
splitting of, 40 
Size, 
interlocking directorates, 120 
moderate, 120 
Specializing, 9 
in certain areas or industries, 354 
splitting for capital reorganization, 121 
South African and General Investment 
Trust Co., debentures, 50 
Status, 8 
Stock, 
ratio of preferred to common, 42 
units, 40 
Stockholders Investment Trust, Ltd., 
raising of capital, 79 
Stockholders Investment Trust, short- 
term loans, 57 
Taxation, 152 
capital increases, 73 
double international, 154 
Third Edinburgh Investment Trust, divi- 
dends, 184 
Third Scottish American Trust Co., dis- 
tribution of risk, 83 
Throgmorton Avenue Group, 352 
Trust Union, dividends, 184 
United States and General Trust Corpo- 
ration, 
debentures, 53, 188 
distribution of risk, 90 
dividends, 184 
United States and South American In- 
vestment Trust Co., preferred stock 
ratio, 42 
United States Debentures Corporation, 
distribution of risk, 89, 92 
dividends, 183 
investments, 141 
prospectus, 74 
Verner decision, 193 
War experience, 186 
British Trust Companies, Doing a finan- 
cing business, 355 
British Trusts ASSOCIATION, Lrp., Pur- 


poses, 98 

BritisH War FINANcE, Investment trusts 
and, 196 

BroxerRaGE Fees, British investment 


trusts, 162 

Business MANAGEMENT, International Se- 
curities Trust of America, not permitted 
to engage in, 283 

Business Trust (See “Common Law 
Trust”’) 

Buvyine (See “Investment Trust Buying’’) 


Cc 


Cateponian Trust Co., Dividends, 184 

Cawnapa, Swiss financing companies with 
interest in, 226 

Capirat (See also “Bank Loans,” “Bonds,” 


“Borrowing,” “Capital Gain or Loss,” 
“Capital Increase,” ‘‘ Collateral Trust 
Bonds,” ‘‘Common Stock,” ‘‘Deben- 
tures,” “Mortgage Bonds,” “ Preferred 
Stock,” “Raising of Capital,” “Short- 
term Loans’’) 

Accounts, British investment trusts, 205 

American Belgian Financial Corporation, 
262 

American Bond and Share Corporation, 
320 

American International Corporation, 249 

American investment trust, 
trust vs. corporate form of organization, 

21 

American States Securities Corporation, 
247 

American Superpower Corporation, 247 

Bankstocks Corporation, 320 

Banque D’Outremer, 212 

British investment trusts, outstanding, 


354 

Credit Mobilier, 224 

Eastern Bankers Corporation, 322 

Edge Act corporations, 28 

Electric Investors, Inc., 246 

English investment trusts, analysis, 402- 
406 

European Shares, Inc., 258 

Financial and Industrial Securities Cor- 
poration, 324 

Financial Investing Co., 326 

First Investment Co. of New Hampshire, 
318 

Foreign Finance Corporation, 254 

German Credit and Investment Corpora- 
tion, 259 

Group, increase of, 122 

Impaired, payment of dividends, 143, 
145, 148 

International Securities Trust of America, 

290 

outstanding, 379 

Investment trust, structure of, 36-58 

Istituto di Credito per le Imprese di Pub- 
blica Utilita, 237 

Joint Stock Bond and Share Co., 325 

Joint Stock Securities Co., 323 

Morristown Securities Corporation, 328 

North American Utility Securities Cor- 
poration, 248 

Outstanding British investment trusts, 9, 
187 

Overseas Securities Corporation, 254 

Raising of, 
by hypothecation of securities, 236 
International Securities Co. of Amer- 

ica, 296 

Italy, 236 

Rearrangements, Scottish American In- 
vestment Co., Ltd., 169 

Rights of different classes of, protected 
by investment trust, 117 

Scottish investment trusts, analysis of, 


407-411 
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Caprtat—(Continued) 
Société Financiére Suisse Américaine, 227 
Swedish American Investment Corpora- 
tion, 258 
Wisconsin Investment Co., 319 
CaprtaL Export (See ‘“‘ Export of Capital’’) 
CapitaL GAIN AND Loss (See also ‘‘Port- 
folio, Profit in’’) 
Accounting, 128 
Deductions for loss, Great Britain, 153 
Taxation of gain, Great Britain, 152 
CapiraL INncREASE, British investment 
trusts, tax, 73 
Capitatist System, Investment trust and, 
3 
CERTIFICATES OF BENEFICIAL INTEREST, 
American investment trusts, preparing re- 
ports for, holders, 154 
Bond investment trust, 37, 344 
CHARTERS, 
Federal, American investment trusts, 26 
Revocation of North River Sugar Refin- 
ing Co., 24 
Cities SERVICE Co., 240 
COLLATERAL Trust Bonps, 
American investment trusts, 54 
Definition, 49 
International Securities Trust of Amer- 
ica, 55, 290 
CoLLATERAL Trust SINKING FunpD Bonps, 
Electrical Securities Corporation, 235 
International Power Securities Corpora- 
tion, 235 
CoMMERCIAL INVESTMENT TRUST CORPORA- 
TION, 223 
Common Law Trusts, 
American investment trusts, organized 
as, 18 
Attitude of public, 34 
Blue sky laws, 34 
Description of, 19 
Flexibility of, 33 
Movement, factors in, 24 
United States, legislation affecting, 20 
Common Stock, 
American investment trusts, 
future of, 341 
voting rights, 38 
Bond Investment Trust, 
voting rights, 39 
with par value, 40 
British investment trusts, 39 
dividends, 165 
ratio to preferred, 41 
rights of holders, 39 
Desirability of, as investments, 115 
Diversification of, vs. bonds, 114 
Dividends, rates, 166 
Edinburgh Trust Co., 177 
Financial Investing Co. of New York, 
rights, 39 
with par value, 40 
First Investment Co. of New Hampshire, 
common stock without par value, 40 
In portfolio, 115 
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Common StocKk—(Continued) 
International Securities Co. of America, 
39, 290 
without par value, 40 
Investment Managers Co., 
rights, 39 
with par value, 40 
Investment trusts, 36-41 
advantages for well-to-do, 67 
appeal of, 66 
check-up ‘through purchase of, 67 
inheritance tax complications avoided 
through, 67 
par value, 40 
Law of increasing stock values,115 
Massachusetts Investors Trust, 36 
voting rights, 39 
Morristown Securities Corporation, 
privileges, 39 
without par value, 40 
New England Investment Trust, 313 
Subscription rights, 168 
With par value, American investment 
trusts issuing, 40 / 
Without par value, American investment 
trusts issuing, 40 
Compantes Acts, British investment trusts, 
195 
ComPETITION, Restraint of, through trust, 


24 
CoNCEALED Reserves (See “Contingent 
Funds’’) 
CoNSOLIDATED Trust, Dividends, 183 
Consots, Quotations, 192 
CoNTINENTAL FINANCING INVESTMENT 
Trusts, Borrowing by, 31 
CONTINENTAL INSTITUTIONS, 207-229 
(See also “Belgian Investment Trusts,” 
“French Institutions,” 
“German Institutions”) 
British investment trust, differentiated 
from, 223 
Continental investment trusts as financ- 
ing companies, 207 
CoNTINGENT FuNDs, 
Accounting, 131 
British investment trusts, 131, 203 
Profits on turnover credited to, 131 
Controt, AMERICAN INVESTMENT TRUST, 
Trust vs. corporate form of organiza- 
tion, 21 
Co-opERATIVE LOAN ASSOCIATIONS, 233 
Corporate FINANCE, Complexity, increas- 
ing, 332 
Corporations (See also ‘‘ Edge Act”’) 
American investment trusts organized as, 
18 
preference for, 25 
Blue-sky laws, 34. 
Taxation, 32 
Crepit CYCLE, 
As factor of profit, 110 
Independent Investment Trust, Ltd., use 
of, by, 110 
Crépir MOopsILieER FRANCAIS, 224 
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D 


Davenport Group or British INVEST- 
MENT TRUSTS, 353 
DEBENTURE Bonps (See ‘‘Debentures’’) 
DEBENTURE CORPORATION LIMITED, 
Debentures, 50 
Pte pS SECURITIES INVESTMENT Co., 
TD., 
Debentures, limited, 5 
Distribution of risk, 87 
Dividends, 184 
a ake distribution of investments, 
5 
DEBENTURE Stock, Definition, 49 
DEBENTURE STOCK TRUSTEES, 50 
DEBENTURES, 
American investment trusts, 56 
future of, 340 
Anglo-American Debenture Corporation, 
limitation of, 51 
Army and Navy Investment Trust Co., 
limitation of, 51 
Borrowing powers, limitation of, 50 
British investment trusts, 
maturity, 52 
outstanding, 354 
perpetual, 52 
rates, 53 
ratio, 42, 188 
ratio of outstanding, 51 
redemption, 52 
short-dates, 52 
terminable, 52 
waning importance of, 53 
yield, 53 
Debenture Corporation Limited, par- 
tially secured, 50 
Debenture Securities Investment Co., 
limitation of, 51 
Definition, 49 
First Federal Foreign Banking Corpora- 
tion, 27 
Foreign American and General Invest- 
ment Trust, limitation of, 51 
General and Commercial Investment 
trust, limitation of, 51 
Issue of, permitted to Edge Act corpora- 
tion, 27 
London and New York Investment Cor- 
poration, limitation of, 51 
South African and General Investment 
Trust Co., partially secured, 50 
Terminable, popularity in Scotland, 195 
United States and General Trust Cor- 
poration, 188 
rates, 53 
DECLARATION OF TRUST, 
Illustration, 11 
Bond Investment Trust, illustration, 13 
Massachusetts trust, operating purely as 
investment trust, 361-377 
DEFERRED ORDINARY Stock, Preferred or- 
dinary stock vs., 45 
DEFERRED Stock, In portfolio, 115 
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DEUTSCHE BANK, 229 
Directors, 
Accountability of, American investment 
trust, 21 
Fees, 


Industrial and General Trust, 161 
Investment Trust Corporation, 161 
Mercantile Investment «sd General 
Trust Co., 161 
Omnium Investment Co., 161 
cant Share Trust and Agency Co., 
161 
Second Guardian Trust, 162 
Remuneration of, 161 
Trustee responsibilities of, 121 
DISSOLUTION, 
American Tobacco Co., 25 
Standard Oil Co., 25 
DistRIBUTION OF INVESTMENT Trust SE- 
CURITIES, 69 
DIsTRIBUTION OF RISK, 
Alliance Investment Trust, 83 
American investment trusts, geographical, 


85 

Anglo-American Debenture Corporation, 
Ltd., 92 

Bankers Investment Trust, 83 

Bankers share trusts, 86 

Bankstocks Corporation, 86 
limitation of, 82 

Bond Investment Trust, limitations, 82 

British Investment Trust, Ltd., 87 

British investment trusts, 
breadth of, 83 
illustration, 89 

By class of undertaking, 86, or 

By type of enterprise, 86, 91 

By type of security, 87, 92 

Debentures Securities Investment Co., 
Ltd., 85, 87 

Efficiency and, 94 

Financial Investing Co. of New York, 
86 

First, Second and Third Scottish Ameri- 
can Trust Companies, Ltd., 83 

Foreign and Colonial Investment Trust, 
Ltd., 86 

Gas, Water and General Investment 
Trust, Ltd., 83 

Geographical, 84, 90 

Indian and General Investment Trust, 


Ltd., 83 
Industrial and General Trust, Ltd., 83, 
89,90, 91,92 : 
International Securities Trust of America, 
84, 85, 93 


Investment Managers Co., limitation, 82 
Investment trust buying, standards of, 82 
Investment Trust Corporation, 89, 90, 92 
Joint Stock Securities Co., 86 
Northern American Trust Co., 89 
Publicity concerning, 87 
objections to, 88 
Railway Debenture and General Trust 
Co., Ltd., 187 
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DIstRIBUTION oF Risk—(Continued) 
Scottish Northern Investment Trust, 
Ltd., 89, 91 
Second Edinburgh Investment Trust, 182 
Second Industrial Trust, Ltd., 90, 91, 92 
Trustee certificate companies, 87 
United States and General Trust Corpor- 
ation, Ltd., 90 
United States Debenture Corporation, 
Ltd., 89, 92 
DrversiFIcaTION (See “Distribution of 
Risk”) 
DIVDENDs, 
Accrued, crediting by British investment 
trusts, 150 
Alliance Investment Co., 184 
Alliance Trust Co., 183 
American Foreign Securities Co., 253 
American Investment and General Trust 
Co., 183 
Army and Navy Investment Trust Co., 
183 
Bond Investment Trust, 314 
Brewery and Commercial Investment 
Trust, 184 
British Investment Trust Co., Inc., 183 
British investment trusts, 
analysis of, 183 
average, 185 
causes of failure to pay, 184 
common stock, 165 
final, 167 kas 
interim, 167 
Caledonian Trust Co., 184 
Common stock, 
an insufficient criterion, 168 
final, 167 
interim, 167 
rates, 166 
Consolidated Trust, 183 
Debenture Securities Co., 184 
Eastern Bankers Corporation, 323 
Edinburgh Investment Trust, 182, 183 
Edinburgh Trust Co., 176, 177 
English investment trusts, 402-406 
First Investment Co. of New Hampshire, 
318 
Foreign, American, and General Invest- 
ments Trust Co., Ltd., interim vs. final, 
168 
General and Commercial Investment 
Trust, 184 
General Investors and Trustees, 184 
Government and General Investment 
Co., 183 
Indian and General Investment Trust, 
183 
Industrial and General Trust, 183 
Investment Trust Corporation, 183 
London and Colonial Investment Corpo- 
ration, 184 
London and New York Investment Cor- 
poration, 184 
London Trust Co., 184 


DrviwEenps—(Continued) 


Mercantile Investment and General Trust 
Co., Ltd., interim vs. final, 167 

Merchants Trust, 184 

Metropolitan Trust Co., 183 

New Investment Co., 184 

Payment while capital is impaired, 143, 


145, 148 

River Plate and General Investment 
Trust Co., 183 

Scottish investment trusts, analysis of, 
407-411 


Second Edinburgh Investment Trust, 182 

Second Scottish Investment Trust Co., 
184 

Third Edinburgh Investment Trust, 184 

Trust Union, 184 

United States and General Trust Corpo- 
ration, 184 

United States and South American In- 
vestment Trust Co., 184 

United States Debenture Corporation, 183 


Domestic CorpPoRATIONS, Engaged in for- 


eign business, British investment trust 
holdings, 200 


Domestic InvEstMENTs, Yield vs. domes- 


tic, 59 
E 


EAarnIncs, 158-186 


American investment trusts, net, 340 
Analysis of typical companies, 174 
British investment trusts, dividends, 
183-186 
favorable, 205 
value and yield of securities, 172 
vs. American investment trusts, com- 
parison of, 150 
vs. American trusts, 158 
Dividends, 165-172 
Edinburgh Investment Trust, 174-181 
English investment trusts, analysis, 402- 
406 
Expense arrangements, 163 
Expenses, management, 160-163 
Income, 
investment, 158 
miscellaneous sources, 160 
sources of, 158 
Investment yield, 159 
Scottish investment trusts, analysis of, 
407-411 
Second Edinburgh Investment Trust, 181 


EASTERN BANKERS CORPORATION, 322 
Epce Act, 


Capital, high minimum initial, 28 

Corporations operating under, 27 

Federal International Banking Corpo- 
ration of New Orleans, organized under, 


27 

Federal Reserve Board, regulations on, 
392-40r ; 

Financing companies contemplated in, 29 

First Federal Banking Corporation of 
New York, organized under, 27 


INDEX 


EDGE Act—(Conjinued) 
Foreign activities, limitation to, 30 
Incorporation: of American investment 
trusts under, 26-31 
Limitations and defects, 28-31 
Outstanding features, 26 
Over-borrowing, dangers of, 30 
Use of for short term financing, 27 
EpinsurcH Group, British Investment 
Trusts, 352 
EDINBURGH INVESTMENT TRUST, 
Analysis of, 174-181 
Conservative management, 177 
Dividends, 183 
policies, 182 
Early difficulties, 176 
Investments, depreciation, 179 
New companies organized by, 120 
Reserves, 177, 181 
Statistical chronicle, 174 
Eectric BonD AND SHARE Co., 242 
Etectric Investors INCORPORATED, 244 
ELectric POWER COMPANIES, 
British! investment trusts specializing, 
354 
ELECTRICAL ENTERPRISES, 
Société Financiére de Transports et 
d’Entreprises Industrielles, 218 
ELECTRICAL SECURITIES CORPORATION, 235 
ELLERMAN (Sir JoHN R.), Group of British 
Investment Trusts, 353 
ENDOWED INSTITUTIONS, Investment prob- 
lems of, 336 
ENGLISH INVESTMENT Trusts (See also 
“British Investment Trusts”’) 
Analysis of capital, earnings, dividends 
and reserves, 402-406 
Differentiated from Scottish, 195 
EUROPEAN SHARES, INCORPORATED, 258 
EXcHANGE (See ‘Foreign Exchange’’) 
EXEcuTIVE, Trust, duties of, 123 
EXPENSE, 
American Founders Trust, 163 


American investment trusts, arrange- 
ments for, 163 
Bond Investment Trust, 163 
British investment trusts, 
management, 160 
ratio, 163 : 
International Securities Trust of America, 
163 


Investment Managers Co., 164 
Export oF CApitAt, Investment trusts and, 


3 
F 
Farm Mortcace DEBENTURES (See ‘‘Agri- 
cultural Credit Institutions”’) 
FEDERAL CHARTERS, American Invest- 
ment trusts, 26 


FrperaAL Farm Loan System, Mortgage 
bonds, 234 
FEDERAL INTERNATIONAL BANKING Cor- 
PORATION OF NEW ORLEANS, 
Organization under Edge Act, 27 
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FEDERAL RESERVE Boarp, Edge Act regu- 
lations, 392-401 
FINANCIAL AND INDUSTRIAL SECURITIES 
CORPORATION, 324 
FINANCIAL Institutions, Trusts specializ- 
ingjin shares of financial institutions, 319 
FINnANncrAt INVESTING Co., 326 
Bankers share, 275 
Common stock, 
privileges, 39 
with par value, 40 
Getere pica distribution of investments, 
FINANCIAL REARRANGEMENTS, Investment 
trusts organized to effect, 355 
FryanciraL Trust (See “British Invest- 
ment Trust’’) 
Fivancine (See also “Short-term Financ- 


ing’’) 
Fivancine Companies (See also “American 
Financing Companies,” “British Fi- 


nancing Companies’’) 
Contemplated in Edge Act, 29 
Continental investment trusts as, 207 
Investment trusts distinguished from, 7 
FINANCING INVESTMENT Trusts (See also 
“American Financing Investment 
Trusts,” “Belgian Financing Invest- 
ment Trusts’’) 
American financing companies operating 
as, 357 
Defined, 242 
Interest in, recent, 256 
Outlook, 346 
First FEDERAL FOREIGN BANKING CoRpo- 
RATION, 
Debentures issued by, 27 
Organization under Edge Act, 27 
First InvestMENT Co. oF NEW Hawmp- 
SHIRE, 318 
Common stock without par value, 40 
Preferred stock, participation rights, 44 
First Scottish AMERICAN TRUST Co., 


Lt., 
Diversification of risk, 83 
Freminc (Ropert) & Co., 
British investment trusts, direct interest 
in by, 351 
Purposes, 98 
Reserves, policies, 171 
FLotrations. Occasional, investment trust 
securities, 71 
ForrIcn, AMERICAN AND GENERAL INVEST- 
MENT Trust Co., LtD., 
Borrowings, limitation of, 51 
Dividends, interim vs. final, 168 
Investments, shifting of, 197 
FOREIGN AND COLONIAL INVESTMENT TRUST 
Co., L1p., 
Distribution of risk, 87 
Holdings, shifting of, 197 
Investments, shifting of, 197 
ForrIcn BOND AND SHARE CORPORATION, 254 
ForrIcn Business, Edge Act corporations, 
limitation to, 30 
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ForEIGN EXCHANGE, 
Effect on, 
American holdings of British invest- 
ment trusts, 197 
Latin American holdings of British in- 
vestment trusts, 199 
Fluctuations, effect on continental insti- 
tutions, 226 
Forreicn FINANCE CORPORATION, 253 
ForEIGN GOVERNMENT BonD AND TRUST 
CERTIFICATES, Financial Investing Co. 
of New York, 276 
Foreicn InTeREsTS, American financing 
companies having, 357 
Forercn INvEstTMENTS, Yield vs. domestic, 


59 
Forreicn Loans, Yield, London vs. New 


York, 109 

ForEIGN TRADE FINANCING CORPORATION, 
252 

FounpErRS SHARES, British investment 
trusts, 77 


Frenca INSTITUTIONS, 
Société Centrale pour l’Industrie Elec- 
trique, interests of, 223 
Société Générale d’Entreprises, Paris, 223 


G 


Gas, WATER AND GENERAL INVESTMENT 
TRUST, LTOD., 
Diversification of risk, 83 
Effect of Baring crisis on, 193 
Suspense account, 136 
GENERAL AND COMMERCIAL INVESTMENT 
Trust, Lop., 
Debentures, limitation of, 5x 
. Dividends, 184 
Verner case, 145 
GENERAL INVESTORS AND TRUSTEES, LTD., 
Dividends, 184 
GENERAL PUBLIC SERVICE CORPORATION, 
247 
GEOGRAPHICAL DisTRIBUTION OF INVEST- 
MENTS, British investment trusts, 84 
GERMAN CREDIT AND INVESTMENT Cor- 
PORATION, 250 
GerMAN INVESTMENT TRUSTS, 228 
GrrMAN Mortcace Bonps, Proposed in- 
stitution for sale in the United States, 
233 
GOVERNMENT AND GENERAL INVESTMENT 
Co., Dividends, 183 
Great Britain (See “British Financing 
Companies,” ‘British Investment 
Trusts”’) 
Great War, Effect on American financing 
companies, 249 
Group AGENCIES, British investment trusts, 


98 
Fleming (Robert) & Co., 98 
H 


Hecat vs. Matiry Decisions, Association 
distinguished from trust in, 386 
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Hotpinc Companies, 237-242 

American and Foreign Power Co., 240 

Associated Gas and Electric Co., 239 

Cities Service Co., 240 

Control, quasi-monopolistic, through, 24 

Electric Bond and Share Co., 242 

International Western Electric Co., 242 

Middle West Utilities Co., 240 

National Public Service Corporation, 239 

Public utility, acquisition of foreign in- 
terests by, 240 

Resemblance of continental investment 
trusts to, 207 

Taxation of, 389 

United Light and Power Co., 238 

Utilities Power and Light Corporation, 
238 


I 


IncomME STATEMENT, 
International Securities Trust of America, 
379 
Investment Managers Co., 422 
IncoRPORATION, American investment trusts 
(See ‘‘American Investment Trusts, 
Incorporation’’) 
INDEPENDENT INVESTMENT Trust, LiD., 
Credit cycle as factor of, 110 
ees AND GENERAL INVESTMENT TRUST, 
TD., 
Diversification of risk, 83 
Dividends, 183 
Inpivipvat Estates, Comparison with in- 
vestment trust estates, 103 
INDUSTRIAL AND GENERAL Trust, Ltp., 
Balance sheet, 380 
Directors’ fees, 161 
Distribution of risk, 83, 80, 90, 91, 92 
Dividends, 183 
Investments, South America, 199 
Revenue account, 380 
INHERITANCE Tax, Complications, avoid- 
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